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PREFACE 


HE 1961 Annual Conference of the American Marketing Associa- 

tion was held on June 19, 20, and 21, 1961 in Los Angeles, Cali- 
fornia. The papers presented at this conference comprise the con- 
tents of this volume. 

Effective Marketing Coordination, the title of these Proceedings, 
was also the theme of the conference. While the participants proposed 
varied and sometimes divergent views on how to improve marketing 
coordination, readers of these Proceedings will find that marketing 
literature is enhanced by this exploration of the subject. 

The papers presented here are basically as presented at the con- 
ference. The speeches omitted were those for which no manuscript 
was received by the Editor. Section headings were added or deleted 
wherever considered necessary and some deletions of the text were 
made. The order in which the papers appear was changed from the 
order in the conference program. If any errors have resulted in the 
course of editing, the Editor assumes full responsibility. 

Following the precedent of Martin Bell, Editor of the December 
1960 Proceedings, Editor’s abstracts were included at the beginning 
of each major paper. It is hoped that these abstracts will add to the 
value of this volume. 

The Editor wishes to acknowledge the assistance received from 
Mrs. Marguerite Kent and the staff of the AMA headquarters in as- 
semblying manuscripts. Thanks are also due to Mr. David Browne 
who aided the Editor in obtaining manuscripts at the conference. The 
assistance of Prof. Charles Goodman in prodding the Editor to keep 
on schedule is also acknowledged. Thanks are also due my wife, 
Alison, for her assistance. And a final thanks to the conference par- 
ticipants for their cooperation and for their preparation of the manu- 
scripts of which this volume consists. 


George L. Baker, Jr. 
Editor 


July 1961 
University of Southern California 
Los Angeles, California 


vif 
XUM | 


TABLE OF CONTENTS 


PREFACE 
PROGRAM OF THE CONFERENCE 


PART ONE - LUNCHEON ADDRESSES 


1, Expanded Marketing in a Shrinking World 3 
Chris J. Witting 

2. Some Myths of Mass Marketing 12 
Peter G. Peterson 

3. 1970—Can Marketing Measure Up? 21 


James V. Cook 


PART TWO - COORDINATION WITHIN THE 
MARKETING SEGMENTS 


A. AGRICULTURAL MARKETING 


4, Where Agriculture Is and Where It Is Going 31 
Omer J. Kelley 


5. Coordinating and Integrating Production, Processing and 
Marketing in Agriculture—The Cal-Can Story 43 
R. R. Mauser 


6. Corporate Organization for Marketing to the Agricultural 
Industry 54 
Paul Ekberg 


7. Gearing Advertising Agency Services to the Changing 
Farm Murket 62 
Earl Hodgson 


B. BANKING AND FINANCE MARKETING 


8. Customer Analysis, A Profit Building Tool 73 
Robert C. Bowen 


9, Effective Marketing Data for Establishing Branch or 
Unit Outlets 78 
John D. Herbert 


ix 


10. The Impact of Automation on Current and Future 
Banking Services 86 
Robert S. Wellbeloved 


C. DEFENSE MARKETING 


11, Selection of Marketable Military and Space Systems 93 
Clifford F. Drown 
Richard J. Trainor 


12, Marketing Military Components and Equipment 109 
Harry Williams 


13, Marketing Contractual Services to the Military 116 
Walter J. Sherman 


14. Developing a Marketing Program for Aircraft 
Powerplants 125 
E. W. Gregory III 


D. PHARMACEUTICAL MARKETING 
15. Drug Marketing—A Changing Pattern 135 
Henry DeBoest 


16. Drug Distribution—The Magic Pipeline 144 
Charles R. Beall 


17. The Future Role of the Independent Pharmacist in Drug 
Retailing 153 
J. Martin Winton 


18. Effective Retail Drug Salesmanship Today 158 
Paul Kalemkiarian 


E. PUBLIC UTILITY MARKETING 


19. A Utility Turns a Marketing Corner 165 
John E. Wells 

20. Improving Utility Sales Through Research 179 
R. G. Lund 


PART THREE - COORDINATION THROUGH 
MARKETING PLANS 


A. PLANNING FOR CONSUMER PRODUCTS 
21. Experimental Marketing—A New Concept in Long Range 
Planning 191 
Seymour Kroll 


Xx 


B. PLANNING FOR INDUSTRIAL PRODUCTS 


22. How to Do Short Range Sales Forecasting 209 
J. Brion Foulke 


23. The Chips are Down, The Impact of Change on Industrial 
Marketing 216 
Edward J. Green 


24. A Case History on Long Range Planning—The Inco 
Stainless Steel Market Studies 227 
C. M. Schwitter 


25. Critical Elements in the Long Range Market Planning 
of an Industrial Company 245 
Howard Holmes 


26. Long Range Planning in a Decentralized Company 255 
Victor P. Buell 


C. PLANNING FOR SERVICES 


27. Savings and Loans in the Sixties—Too Much, Too Soon? 265 
G. Preston Martin 
28, Planned Marketing—A Factor in Banking Too 277 
E. P. McRitchie P 


29, Developing a Long Range Plan of Marketing Family Security 285 
Darrell E. Roach 


PART FOUR - COORDINATION THROUGH CONTROL - 
CONTROLLABLE VARIABLES 


A. THE ROLE OF PACKAGING 


30. The Role of the Advertising Agency in Packaging 293 
Clark Leavitt 


31. Packaging and Super Markets: The Package in the 
Market Place 296 
Curt Kornblau 


32. Marketing—A New Frontier for Designers 307 
Robert S. Dickens 


33. The Packaging Director 311 
Fred T. Pickerell 


B. THE ROLE OF ADVERTISING 


34. Marketing Expenditures: The Staff of Product Life 319 
A. C. Nielsen, Jr. 


xi 


36. 


37. 


38. 


39. 


40. 


41, 


42. 


43. 


44, 


45. 


. Approach to Determining the Advertising Appropriation 
Albert W. Frey 


Important Factors in Effective Advertising Expenditures 
Alfred A. Kuehn 


C. THE ROLE OF PRODUCT DEVELOPMENT 


Bridging the Gap Between Product Development and 
Merchandising 


Products and Market Development Reclaim a Declining 


Company 


The Marketing Oriented Technical Product Development 


Program 


D. THE ROLE OF PHYSICAL DISTRIBUTION 


The Role of Physical Distribution in Marketing 
Organization 


The Role of the Marketing Executive in Physical 
Distribution 


PART FIVE - COORDINATION THROUGH CONTROL - 
UNCONTROLLABLE VARIABLES 


A. MARKETING LAWS AND REGULATIONS 
How Much Government Can Marketing Stand? 
Charles R. Sligh, Jr. 


The Administrative Process and the Rule of Law 
Philip Elman 


The Protection of the Consumer and Competition, Some 
Fundamental Issues 
William F. Brown 


The Characteristics of Postwar Business Fluctuations 
J. Fred Weston 


Edwin Minneman 


Peter J. King 


J. G. Crockett 


Edward W. Smykay 


Donald J. Bowersox 


B. BUSINESS CONDITIONS 


340 


355 


363 


372 


387 


393 


403 


412 


426 


441 


| | 
|| 
|| 
| | 
: 
|_| 
|_| 
xii 


47, 


48, 


49, 


50. 


51. 


52. 


53. 


54, 


55. 


56. 


57. 


46. A Review of the Record of Business Forecasting in Post 


World War II Years 
Sterling Brubaker 


How Marketing Managers Can Adjust to Fluctuations in 
Business Conditions 
Hans B. Thorelli 


C. World Competition 


How an American-Owned Company Meets World- 
Wide Competition 
John Mackie 


Establishing a Franchise for Your Brand Overseas 
G. H. Matthew 


International Marketing Research—The Underdeveloped 
Means for Meeting World-Wide Competition 
James L. Tyson 


PART SIX - COORDINATION THROUGH 
MARKETING RESEARCH 


A. New Government Data 

New Marketing Applications of 1960 Census Data 
Jay M. Gould 

New Developments in Federal Statistics 
Roye L. Lowry 

B. Computers and Operations Research 

New Tools for Effective Marketing Coordination 

Nicholas F. Pensiero 


Methods of Measuring Marketing Productivity 
Kenneth A. Longman 


Electronic Computers—A Boon to Survey Research? 
Seymour Marshak 


The Use of Computers As an Aid to Forecasting 
R. L. McLaughlin 


Linear Programming for Marketing Cost Reduction 
Ronald J. R. Kallman 


455 


468 


477 


484 


493 


505 


510 


517 


521 


529 


537 


554 


a 
|_| 
| 
|__| 
| | 
|_| |_| 
|_| || 
|_| || 
xiii 


58. 


59. 


60. 


61. 


62. 


63. 


64. 


65. 


66. 


67. 


C. Motivation Research 

The Operational Use of Motivational Research 
Ernest Dicter 

The Probative Value of Motivation Research 

Morris Gottlieb 


D. Attitude Research 
Introduction to Attitude Research & Marketing Decisions 
Leslie A. Beldo 


Marketing Decisions and Attitude Research 
John C. Maloney 


Attitude Research & Advertising Decisions 
Donald L. Kanter 


E. Marketing Research Management 


How Do You Determine Profitability in Marketing 
Research? 
George M. Gaither 


Problems and Principles in the Marketing of 
Marketing Research 
Mervin D. Field 


Interviewing Ethics: A Dual Responsibility 
Nancy C. Cooley 


F. Coordinating Marketing Research 


The Administrative Challenge of Relating Research 
and Decision 
Joseph W. Newman 


Can Organization Theory Help Us Improve Coordination? 
John A. Howard 


PART SEVEN 


Author Index 


563 


571 


583 


595 


619 


627 


635 


645 


655 


666 


677 


7 
= 
= 
| 
xiv 
XU 


PROGRAM 


EFFECTIVE MARKETING COORDINATION 
ANNUAL CONFERENCE 


American Marketing Association 
June 19. 20, 21, 1961 
Los Angeles 


Monday, June 19 


Session 1A - PUBLIC UTILITY MARKETING IN THE 60’s 
Chairman: P. D. Dignan, Northwest Natural Gas Company 


Title: ‘‘Utility Turns a Marketing Corner’’ 
Speaker: John &. Wells, Pacific Telephone Company 


Title: ‘Improving Utility Sales Through Research’’ 
Speaker: R. G. Lund, R. G. Lund and Associates 


Session 1B - THE OUTLOOK FOR AGRICULTURAL MARKETING 
Chairman: Elmer C, Denis, Doane Agricultural Service 


Title: ‘*Where Agriculture Is and Where It Is Going”’ 
Speaker: Omer Kelley, Stanford Research Institute 


Title: ‘‘Coordinating and Integrating Processing and Marketing in Agricul- 
ture—The Cal-Can Story”’ 
Speaker: R. R. Mauser, California Canners and Growers 


Title: ‘‘Corporate Organization for Marketing to the Agricultural Industry”’ 
Speaker: J. Paul Ekberg, Agricultural Chemical Division, Monsanto Chemi- 
cal Co. 


Title: ‘‘Gearing Advertising Agencies’ Services to the Changing Farm Mar- 
ket”? 
Speaker: Earl Hodgson, Aubrey, Finlay, Marley & Hodgson, Inc. 


Session 1C - PHARMACEUTICAL MARKETING - A CHANGING PATTERN? 
Chairman: Paul C. Olsen, Topics Publishing Company 


Title: ‘‘What is the Changing Pattern of Pharmaceutical Marketing?”’’ 
Speaker: Henry De Boest, Eli Lilly and Company 


Title: ‘‘The Future of the Independent Drug Store’’ 
Speaker: J. Martin Winton, Vista Pharmacy 


Title: ‘‘The Future Role of the Drug Chain Store’’ 
Speaker: Edwin L. Ramsey, Rexall Drug Company 


XV 


Title: ‘‘The Future Role of the Drug Wholesaler’’ 
Speaker: Charles R. Beall, McKesson & Robbins, Inc. 


Title: ‘‘Training Effective Personnel for Drug Retailing’’ 
Speaker: Paul Kalemkiarian, Van Ness Pharmacy 


Session 1D - MARKETING FOR THE BANKING AND FINANCING INDUSTRY 
Chairman: Harold L. Jenkins, Traders National Bank 


Title: ‘‘Customer Analysis, a Profit Building Tool’’ 
Speaker: Robert C. Bowen, American Bankers Association 


Title: ‘‘Effective Marketing Data for Branch and Unit Locations’’ 
Speaker: John D. Herbert, First National Bank of Arizona 


Title: ‘Impact of Automation on Current and Future Banking Services’’ 
Speaker: Robert S. Wellbeloved, International Business Machines Corp. 


Session 1E - FORECASTING TECHNIQUES FOR INDUSTRIAL PRODUCTS 
Chairman: James D. Wilkinson, Ducommun Metals & Supply Co. 


Title: ‘‘How to do Short Range (1-2 Year) Forecasting’’ 
Speaker: J. Brion Foulke, Hughes Aircraft Company 


Title: ‘‘How to do Medium Range (5 Year) Forecasting on Pigments, Chem- 
icals & Metals”’ 
Speaker: Robert O. Fernald, National Lead Company 


Title: ‘‘Numbers in Action—the Inco Stainless Steel Market Studies’’ 
Speaker: C. M. Schwitter, International Nickel Co. 


Session 1F - MANAGERIAL DECISIONS AND ATTITUDE RESEARCH 
Chairman: Leslie Beldo, Market Facts, Inc. 


Title: ‘‘Marketing Decisions and Attitude Research’’ 
Speaker: John C. Maloney, Leo Burnett, Inc. 


Title: ‘‘Advertising Decisions and Attitude Research’’ 
Speaker: Donald L. Kanter, Tatham-Laird, Inc. 


Title: ‘‘Case Studies in Attitude Research’’ 
Speaker: William A. Mindak, University of Minnesota 


Session 1G - RESEARCH ON CONSUMER MOTIVATIONS: THE NEXT DEC- 
ADE 
Chairman: Franklin B. Evans, University of Chicago 


Title: ‘‘The Operational Use of Motivational Research’’ 
Speaker: Ernest Dichter, Institute for Motivational Research 


Title: ‘‘The Probative Value of Motivation Research’’ 
Speaker: Morris Gottlieb, Arthur D. Little, Inc. 


Title: ‘‘Consumer Action Research’’ 
Speaker: Joseph Weitz, New York University 


Title: ‘‘Groups and Individuals: Depth Psychology and Relational Analysis’’ 
Speaker: Peter H. Rossi, University of Chicago 


xvi 


| | 


FOR EFFECTIVE MARKETING COORDINATION 
Chairman: N. F. Pensiero, Philco Computer Division 


Title: ‘‘Methods of Measuring Marketing Productivity’’ 
Speaker: Kenneth Longman, Young & Rubicam 


Title: ‘‘Electronic Computers—a Boon to Survey Research?”’ 
Speaker: Seymour Marshak, Ford Motor Company 


Title: ‘“‘The Use of Computers as an Aid to Forecasting’’ 
Speaker: Robert L. McLoughlin, Scovill Manufacturing Company 


Title: ‘‘Linear Programming for Marketing Cost Reduction”’ 
Speaker: Ronald J. Kallman, Philco Computer Division 

Session 1I - MARKETING RESEARCH MANAGEMENT PROBLEMS 
Chairman: Ralph Bubis, Belden Associates 


Title: ‘‘Research Standards: The Obligations of Researcher and Client’’ 
Speaker: Joseph C. Bevis, Opinion Research Corporation 


Session 1H - OPERATIONS RESEARCH AND COMPUTERS, NEW TOOLS 


Title: ‘‘Principles and Practices in the Marketing of Marketing Research’’ 


Speaker: Mervin F. Field, Field Research Company 


Title: ‘‘How do You Determine Profit in Marketing Research?”’ 
Speaker: George M. Gaither, International Research Associates 


Title: ‘‘Interviewing Ethics: A Dual Responsibility’’ 

Speaker: Nancy C. Cooley, National Certified Interviewers, Inc. 
Session 1J - NEW GOVERNMENT DATA FOR MARKETING! 
Chairman: S. J. Tesauro, S. J. Tesauro & Company 


Title: ‘“New Developments in Federal Statistics Programs’’ 
Speaker: Roye L. Lowry, Federal Statistics Users’ Conference 


Title: ‘‘New Applications of 1960 Census Data in Marketing Research’’ 
Speaker: Jay M. Gould, Market Statistics 


Title: ‘‘New Techniques for Research in the Farm-Rural Markets”’ 
Speaker: Ira M. Bix, Farm Journal, Inc. 

Session 1K - MARKETING ASPECTS OF PACKAGING 

Chairman: E. W. J. Faison, Visual Research, Inc. 


Title: ‘‘Planning the Package to Fit Market Strategy’’ 
Speaker: E. W. J. Faison 


Title: ‘‘Package Development in Marketing’’ 
Speaker: Fred Pickerell, Packaging Institute 


Title: ‘‘Good Packaging and Good Marketing’’ 
Speaker: Robert S. Dickens, Package Designers Council 


Title: ‘‘Packaging Suppliers and Their Role in Marketing’’ 
Speaker: Lony F. Ruhman, Container Corp. of America 


Title: ‘‘Packaging and Supermarkets: The Package in the Market Place’’ 


Speaker: Curt Kornblau, Super Market Institute, Inc. 


xvii 


| 


Title: ‘‘The Agency Role in Packaging’’ 
Speaker: Clark Leavitt, Leo Burnett Co., Inc. 


Packaging Forum: 
Title: ‘‘How the Various Associations May Coordinate Activity”’ 
Chairman: E. W. J. Faison 


Session 2 - KEYNOTE LUNCHEON 
Chairman: John D. Louth, McKinsey & Co. 


Title: ‘‘Expanding Marketing in a Shrinking World’’ 
Speaker: Chris J. Witting, Vice President, Consumer Products, Westing- 
house Electric Corporation 


Session 3A - THE CENTRAL ROLE OF PLANNING IN MARKETING CON- 
SUMER PRODUCTS 

Chairman: Joseph E. Bradley, The Pillsbury Company 

Title: ‘Experimental Marketing—a New Concept in Long Range Planning’’ 

Speaker: Seymour Kroll, Weyerhaeuser Company 


Title: ‘‘Key Research Considerations in Marketing Planning’’ 
Speaker: Raymond Hainer, Arthur D. Little, Inc. 


Title: ‘‘Planning Without Action is Futile’’ 
Speaker: G. C. Briggs, Standard Oil Company of California 


Session 3B - DEVELOPING A LONG-RANGE MARKETING PLAN FOR IN- 
DUSTRIAL PRODUCTS 
Chairman: Robert O. Fernald, National Lead Company 


Title: ‘‘The Challenge of Change in Industrial Marketing’’ 
Speaker: Edward J. Green, Westinghouse Air Brake Company 


Title: ‘‘Critical Elements in the Long-Range Market Planning of an Indus- 
trial Company 
Speaker: Howard C. Holmes, Kaiser Aluminum & Chemical Corporation 


Title: ‘‘Market Planning in a Decentralized Company”’ 
Speaker: Victor P. Buell, Archer-Daniels-Midland Company 


Session 3C - DEVELOPING A LONG RANGE MARKETING PLAN FOR SERV- 
ICES 
Chairman: Richard E. Smoker, Allstate Insurance Company 


Title: ‘‘Planned Marketing—a Factor in Banking Too’’ 
Speaker: E. P. McRitchie, Bank of America 


Title: ‘‘Marketing Family Security’’ 
Speaker: Darrell Roach, Nationwide Insurance Company 


Title: ‘Savings and Loans in the Sixties—Too Much, Too Soon?”’ 
Speaker: G. Preston Martin, University of Southern California 
Tuesday, June 20 


Session 5 - EARLYBIRD BREAKFAST 
Chairman: Taylor W. Meloan, University of Southern California 
Introduction: Paul Willis, Carnation Company 


xviii 


XUM 


Title: ‘‘My Outstanding Marketing Successes and Failures During the Past 
Quarter Century’’ 
Speaker: Art Linkletter 


Session 6A - ALLOCATING EFFORT TO PRODUCT LINE AND MARKET 
DEVELOPMENT 
Chairman: Luigi A. Contini, Monsanto Chemical Company 


Title: ‘‘The Marketing Oriented Technical Product Development Program’’ 
Speaker: Jack Crockett, Nestle Company 


Title: ‘‘Product and Market Development Reclaim a Declining Company’’ 
Speaker: Peter J. King, Bissell Company 


Title: ‘‘Bridging the Gap Between Product Development and Merchandising’’ 
Speaker: Edwin Minneman, Fibreboard Paper Products Corporation 


Session 6B - THE ROLE OF ADVERTISING IN THE MARKETING MIX 
Chairman: Charles E. Swanson, The Curtis Publishing Company 


Title: ‘‘Approaches to Determining the Advertising Appropriation’’ 
Speaker: Albert W. Frey, Frey & Hummel 


Title: ‘Important Factors in Effective Advertising Expenditures’’ 
Speaker: Alfred A. Kuehn, Carnegie Institute of Technology 


Title: ‘‘Marketing Expenditures, the Staff of Product Life’’ 
Speaker: A. C. Nielsen, Jr., A. C. Nielsen Company 
Discussants: Gordon A. Hughes, Scott Paper Company 

R. J. Jessen, C-E-I-R, Inc. 


Session 6C - PHYSICAL DISTRIBUTION - LOGISTICS SUPPORT FOR MAR- 
KETING GOALS 
Chairman: Edward W. Smykay, Michigan State University 


Title: ‘‘An Overview of the Relationships of Transportation and Distribution’’ 
Speaker: Ross Angier, American Airlines, Inc. 


Title: ‘‘The Role of the Marketing Executive in Physical Distribution”’ 
Speaker: Donald J. Bowersox, Railway Express Agency, Inc. 


Title: ‘‘The Role of Physical Distribution in Marketing Organization”’ 
Speaker: Edward W. Smykay 


Session 6D - NEW TECHNIQUES FOR PRICE ANALYSIS 
Chairman: Alfred R. Oxenfeldt, Columbia University 


Title: ‘‘Pricing as a Marketing Variable’”’ 
Speaker: Michael Halbert, Du Pont 


Title: ‘‘Simulation in Pricing’’ 

Speaker: Abe Shuchman, Columbia University 

Discussants: Eugene Beem, Sperry and Hutchinson 
Schuyler Otteson, Indiana University 


Session 7 - LUNCHEON 
Chairman: William F. O’Dell, President American Marketing Association; 
Market Facts, Inc. 


Title: ‘‘Some Myths of Mass Marketing”’ 
Speaker: Peter G. Peterson, President, Bell and Howell Company 


Session 8A - THE IMPACT OF MARKETING LAWS AND REGULATIONS 
Chairman: Robert J. Holloway, University of Minnesota 


Title: ‘‘How Much Government Can Marketing Stand?’’ 
Speaker: Charles R. Sligh, Jr., National Association of Manufacturers 


Title: ‘‘The Role of the Federal Government in Marketing’’ 
Speaker: Philip Elman, Federal Trade Commission 


Title: ‘‘Protecting the Consumer and Competition: Fundamental Considera- 


tions”’ 
Speaker: William F. Brown, University of California at Los Angeles 


Session 8B - ADJUSTING TO CHANGES IN BUSINESS CONDITIONS 
Chairman: John E. Jeuck, University of Chicago 


Title: ‘‘The Nature of Fluctuations in Business Conditions, 1945-61’’ 
Speaker: J. Fred Weston, University of California at Los Angeles 


Title: ‘‘The Record of Economic Forecasting in the Post-War Period’’ 
Speaker: Sterling Brubaker, Bank of America 
Title: ‘‘How Marketing Managers Can Adjust to Fluctuations in Business 


Conditions’’ 
Speaker: Hans B. Thorelli, University of Chicago 


Session 8C - MEETING WORLD-WIDE COMPETITION 
Chairman: Laurence Dowd, San Francisco State College 


Title: ‘‘Meeting Competition in World Markets’’ 
Speaker: John Mackie, Seager, Evans & Co., Ltd. 


Title: ‘Establishing a Franchise for Your Brand Overseas”’ 
Speaker: G. H. Matthew, General Milk Co. 


Title: ‘International Marketing Research—the Underdeveloped Means for 
Meeting World-Wide Competition’’ 
Speaker: James L. Tyson, Facts Consolidated, Inc. 


Session 8D - MARKETING TO THE DEFENSE DEPARTMENT 
Chairman: Clifford F. Drown, Boeing Company 


Title: ‘‘Developing a Marketing Program for Aircraft Powerplants 
Speaker: E. W. Gregory, III, General Electric Company 


Title: ‘‘Marketing the Military Product-Sub-Systems’”’ 
Speaker: Harry Williams, Texas Instruments, Inc. 


Title: ‘‘Marketing Contractual Services to the Military’’ 
Speaker: Walter J. Sherman, RCA Service Company 


Session 9A - UCLA-WESTERN DATA PROCESSING CENTER 
Chairman: William F. Brown, University of California at Los Angeles 


Session 9B - USC-UNIVAC TRAINING CENTER 
Chairman: James H. Myers, University of Southern California 


XX 


Session 9C - USC-UNIVAC TRAINING CENTER 
Chairman: Edward H. Barker, University of Southern California 


Wednesday, June 21 


Session 10A - COORDINATING MARKETING RESEARCH WITHIN THE MAR- 
KETING FUNCTION 
Chairman: D. Maynard Phelps, University of Michigan 


Title: ‘‘Can Organization Theory Help Us Relate Research and Decision?’’ 
Speaker: John A. Howard, University of Pittsburgh 


Title: ‘‘The Administrative Challenge of Relating Research and Decision’’ 
Speaker: Joseph W. Newman, Stanford University 


Session 10B - CONSUMER GOODS DISCUSSION FORUM 

Chairman: D. Maynard Phelps 

Discussants: Paul E. J. Gerhold, Foote, Cone & Belding 
W. Stanton Halverson, Pharmaseal Laboratories, Don Baxter, 
Inc. 


Session 10C - INDUSTRIAL GOODS DISCUSSION FORUM 
Chairman: John A. Howard 
Discussants: S. V. Reiss, Graybar Electric Company 

Warren B. Hayes, Thompson Ramo Wooldridge, Inc. 


Session 11 - LUNCHEON 
Chairman: Albert W. Frey, President-Elect American Marketing Association 


Title: ‘‘1970—Can Marketing Measure Up?’’ 
Speaker: James V. Cook, Vice President of Public Relations,American Tele- 
phone & Telegraph Co. 


Xxi 
XUM 


Part One 


LUNCHEON ADDRESSES 


XUM 


1. EXPANDED MARKETING IN 
A SHRINKING WORLD 


Chris J. Witting* 


Marketing and management must coordinate efforts to at- 
tain effective marketing in this shrinking world. American 
industry is confronted with efficient, competitive foreign 
manufacturers who have adopted American marketing tech- 
niques and invaded not only the world but also our own 
market. The shrinking world and the need for increased 
competitive efforts are serious challenges for marketing 
today and will be even more serious in the future. 


CCORDING to press notices, the group at this meeting adds up 

to the greatest status symbol in American business. Ameri- 

can marketers, we reverently proclaim in the press, are the most 

incomparable paragons of genius ever developed. Just read the 

job descriptions for marketing vice presidents and you’ll come 

away with the same feeling that permeated Mount Olympus in the 
good old days. 

Well, it just isn’t so. I hope to demonstrate why the title of 
this Conference ‘‘Effective Marketing Coodination’’ is no com- 
fortable premise to sit on—and that it demands an examination of 
its meaning right out in public. 


What is Effective Marketing? 


Effective marketing—how many of us pat ourselves on the back 
and accept the accolade without realizing that yesterday’s effective 
marketing is as archaic as any historic artifact—and so, in fact, 
are yesterday’s effective marketers. 

Effective marketing today, it seems to me, must take into con- 
sideration many more things than traditional market penetration 
figures of the impact of our latest ad campaign or the latest 
motivational study on the sex symbolism of automobiles. It must 
concern itself with our actual business processes in a domestic 


*Chris J. Witting, Vice President, Westinghouse Electric Corporation. 
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and international climate never as hypersensitive as now, It 
must concern itself with a rapidly shrinking world and all the 
impingements this inevitably will have on the American business 
scene. And for those who pay lip service to these suggestions 
without considering their true implications, I’d like to suggest 
that a new look is in order. And as for Coordination—I’d like to 
tell you how I believe the meaning of this word has changed for 
us, and how we must educate management to the new meaning. 

First, let’s look at the impact our shrinking world is having on 
the question of whether we are, in fact, as a business community, 
marketing effectively. Our world, with its distances now measured 
in terms of hours, is certainly growing smaller. Even if we 
haven’t gone abroad lately, we’re aware of this when we read 
such airline advertisements as: ‘‘9%hours to Rio, 12 hours to 
Berlin, 15 hours to Tokyo.’’ We become even more aware of this 
by the increasing impact world news has on our prestige, our 
economy, and even on our individual sense of well being. In fact, 
it sometimes seems that news from abroad far outweighs the 
importance of the news about home. Significant, too, is the 
amount of advertising of foreign products we see today in our 
domestic periodicals. 

When the impending world-wide television network, already 
partially in existence from Moscow to London and from Naples to 
Leningrad, includes this country and South America, the more 
highly cultured parts of the earth will become an integrated 
community—a market place for the world’s goods and services. 
This situation—which I believe will be with us in the next 10 
years—probably sounds as remote as a common market in Europe 
must have sounded 10 years ago. 

The hard fact is that we’ve done some work well. In helping 
rebuild war-destroyed countries during the last 15 years, we have 
not only built markets for our goods, but we have also built 
strong competitors. Not so long ago our industrial technology 
and complementary inventive genius allowed us to set the prices 
of our products abroad. Today, our neighbors, have learned 
their lessons, and the price structure of any product is determined 
by the country in the Free World which can produce that product 
more efficiently and hence more economically. 

The reality of this competition is that in many parts of the 
world automation and newer, more efficient plants can out- 
produce us at lower costs per unit, even without considering the 
disparity in labor rates. The reason for this is simply that in 
this country about 80 per cent of our factory machinery is pre- 
1946, while, in Western Germany and Japan, 87 per cent of the 
machinery is post-war and consequently much more efficient. 
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Products of foreign design and manufacture are arriving on 
our shores with qualities of reliability and performance which 
offer formidable competition to our own. And what hurts most is 
that they are being offered for sale at prices which at times are 
even lower than our production costs. Faced with this kind of 
battle, we’ve abdicated our marketing responsibilities and given 
up market share and substituted increased alibi penetration. 
Creativity and quality—twins in our world marketing leadership— 
have been given away to foreign competition. We’re left with 
some dubious marketing children, resulting primarily from the 
mating of complacency and ego. We are confronted by a major 
attack on our vaunted abilities to make and sell goods. To meet 
this attack head on, and to throw it back, will demand creative 
marketing thinking and planning far beyond what we’ve done over 
the past two decades. 

Remember when the slogan was ‘‘Back to Normalcy?’’ I look 
at the marketers in this room and ask, ‘‘What, in our marketing 
view, is normal?’’ Were the days before World War II, when an 
American depression rocked the world, normal? Did we become 
marketing geniuses after the war when having something to sell 
was just about as profitable as going public is today? Was our 
marketing reputation saved by the normalcy of Korea? And, after 
that, was the normalcy of chopping prices the way to look good 
for a while? Now, it may be different. The normalcy of foreign 
low-priced quality competition seems to be slowing the ring of 
American cash registers. 

Think of it! Challenging American industry with low prices. 
American industry which over the years has demonstrated an 
amazing ability to mass-produce merchandise at low cost, despite 
the highest labor standards this world has ever witnessed. Our 
reputation for mass production at low cost was well deserved 
because we made a serious business of production with dedicated 
engineers and production people who did a superb job in further- 
ing automation, bettering manufacturing techniques and product 
standardization. And in the process they served our people well. 
But the sad fact is we’re no longer top dog in low-cost production. 
We’re being challenged all over the world. And as more countries 
develop, the challenges will be multiplied. 

As we continue our look at the shrinking world, we see more 
gauntlets being thrown at us. 

Here’s one not frequently discussed: the rapidity with which 
foreign manufacturers are adopting American marketing techniques 
right here. They’re using American specialists in these fields to 
outstrip our domestic manufacturers. A member of the photo- 
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graphic industry said recently: ‘‘Size for size, most importers of 
photographic goods spend more on sales promotion, and exhibit 
at more American trade and consumer shows, nationally and 
regionally, than most American manufacturers.’’ 

And overseas, let’s not overlook the use of our better market- 
ing ideas by our foreign friends. First they took the cream of our 
production skills and then mass distribution methods—for ex- 
ample—the American supermarket. Twelve years ago there were 
only 1,641 in 13 European countries. Today, according to Food 
Topics, there are over 36,000. And they are following us in the 
trend to selling non-foods such as stationery, small electrical 
appliances, hardware and housewares, 

But even more significant is the acceptance in many countries 
of the so-called ‘‘discount house.’’ The first check-out depart- 
ment store in Europe opened in a city near Amsterdam, It’s 
owned by a Belgian group who presently have two more such 
stores under construction, and a goal of one-stop discount stores 
in every large city in Europe. Several such stores have already 
opened in England and Scotland. 

We all know that the ability of foreign car manufacturers to 
gauge the change in American consumer preferences forced a 
drastic change in the marketing of automobiles in this country. 

Every day more and more industries are beginning to feel the 
threats of foreign goods. According to our Department of Com- 
merce, Japanese exports of electronic products to the United 
States in 1960 added up to $94 million, an increase of 24 per cent 
over 1959. This startling figure developed froma standing start 10 
years ago and indicates even more dramatic increases for the 
future. 

All of this is making itself felt on the ultimate scorecard of 
our world effectiveness. For the first time in many decades we 
are worried about our unfavorable balance of trade. And we 
should be. We are not only losing world markets, but we are 
faced with a mounting invasion of our own market. 

To further complicate our problem, it is apparent that the 
Iron Curtain countries plan to make the international market 
place another battleground of the cold war. Recent oil industry 
experiences certainly bear this out. The consternation in that 
industry will be repeated many times in many industries as the 
Soviet’s policy of developing consumer goods makes itself felt on 
world markets. It’s obvious they recognize that successful world 
leadership is dependent upon successful world trade. 

When we talk of ‘‘effective marketing’’ at an important national 
conference such as this, we can no longer be circumscribed by our 
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own borders. We must think of effective marketing in terms of 
world dimensions. If we don’t come up with sound business 
responses to the high quality, creative low-priced foreign goods in 
our markets here—and in what were our markets abroad—we might 
as well give up all pretense of being effective marketers—either 
here or abroad. 

Let’s sum up the situation right now: West Germany, Japan, 
Italy, England, and other free countries, were wastelands 15 


years ago. 


Today, with the help of our know-how, financial aid 


and guidance, they are economic competitors—not only in their 
own homes, but in ours. The merchandise they produce is crea- 
tive, quality conscious and low priced. We must find the market- 
ing answers to this competition; that is our responsibility. The 
artificial barriers we try to erect—such as protective tariffs— 
while possibly warranted, historically have been solutions of the 
moment, having no real relationship to the long-term resolutions 
we must reach. There is no question but that the outside world 
must—and wili sell to us. Otherwise, we will not sell to them. 
And if we don’t let others sell in our market, there are other 
markets in the world, which like the spider and the fly, will be 
happy to invite them in on a silken web woven out of the Iron Cur- 
tain. In other words, Ladies and Gentlemen, if we don’t learn to 
market competitively in the world market, we will ultimately lose 
our own markets at home. 


Marketing Must Coordinate With Management 
in the Shrinking World 


Just aS we must expand the meaning of ‘‘effective marketing,’’ 
we must widen the meaning of ‘‘coordination.’’ 

It reminds me of the story that’s told about Benny Goodman 
when that remarkable musical marketer was in Thailand ona 
State Department tour. The King—an amateur musician—dropped 
all other affairs and spend most of his time playing clarinet along 
with Goodman and his band. When Goodman was asked how the 
King played, he paused for a moment, and then diplomatically 
replied, ‘‘He’s a fine clarinetist—for a King.’’ 

Top management too often says, ‘‘He’s a fine executive—for a 
marketing man.’’? How do you change that traditional top manage- 
ment picture of marketing? To do it you must think beyond the 
limits of your assigned box in the corporate organization chart 
and beyond the limits of traditional markets. 

The need of effective coordination with management looms 


large. Here’s where we’ll have to assume amore dynamic leader- 
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ship. We’ll have to sell management on the idea that effective 
marketing coordination today and in the days to follow demands an 
expansion of marketing thinking to global dimensions. Do you 
realize that with 300,000 American manufacturers, only 12,000, 
less than five per cent sell abroad. What an opportunity for global 
marketing thinking. 

Of this I am convinced: If marketers recognize this enlarged 
responsibility and put their energies, capabilities and trained 
minds to work on solving the problems that world competition is 
giving them today in all markets, the future for American business 
will be brighter. And if management realizes that marketing 
must take the lead within the company, if that company is to 
carry out its profit obligation successfully —you can be sure mar- 
keting will receive the leadership it rightfully deserves. But it 
must be earned. And it must be earned through recognition of the 
new definition of ‘‘Effective Marketing.’’ 


What We Must Do to Market Effectively Now 


First, to market effectively at home we must compete with 
products that are being imported today in important quantities 
and will be imported tomorrow in increasing quantities. 

Second, we must learn to market on a one-world concept. This 
means competing with countries having low labor costs, currently 
employing the most modern manufacturing techniques. It means 
exploration of virginal markets such as Africa and the Near East. 
In 10 years, all of these countries will be significant consumers. 

Third, we must relate all that is happening in the world to our 
domestic market. It is the rare industry which will not feel the 
full impact of the shrinking world in the next 5 to 10 years. 

I’d like to submit for your consideration these areas of action: 

1. Let’s stop fooling ourselves. We’re in for the most active 
competition we’ve ever faced. We must be aware of the challenge 
to our economy and society in a world which is shrinking geo- 
graphically, but expanding every other way. Let’s start with 
simple things such as information. Many foreign business men are 
multilingual and can think in other languages than their own, We, 
unfortunately, are late in realizing that it is a real advantage to 
speak the customers’ language—and even more of an advantage to 
understand the nuances of his thoughts in his own language. And 
when you hear that Russian scientists are the best read in the 
world—do you translate that to business? Let’s read and study 
the foreign periodicals. They’re readily available and many are 
even printed in English. Use the knowledge you gain—don’t look 
down on it because it’s foreign. It may be better than our own. 
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On a recent trip to Japan I saw a shelf filled with well-worn 
copies of the Westinghouse house organ entitled ‘‘Engineer.’’? A 
colleague of mine reported seeing it in a Russian factory, too. 
Let’s study the reports from abroad yeneral and specialized 
publications. Let’s attend f “oreign goods here. And 
let’s go to trade shows oversea: 

The United States Department cf Commerce offers a tremen- 
dous amount of help and data for which all of us have spent a huge 
sum of money. They offer complete packages of know-how and 
practical help from finding agents, financing and market data, to 
publishing periodicals on specific markets and products. Not 
enough of us are using this information. 

So, Number One—WE MUST DO OUR HOMEWORK, On-the- 
job ability isn’t enough in today’s effective marketing. Things are 
changing too quickly. 

2. We must know more about the way foreign industry thinks, 
creates, adapts and markets. Let’s not shrug off the competition 
with ‘‘they imitate.’’ They’re not imitating any more—they’re 
innovating. And that spells trouble now and in the future. 

3. Realize that people are the same—and that they’re different. 
Not everybody thinks Americans are the greatest gift to this green 
earth. And if we’ll take the attitude that we can learn—as well as 
teach—our marketing just might be that much sharper. Under- 
stand nationalism in others—and we’ll prosper. 

4, Study foreign products. Smell them, fell them, analyze 
them—turn them over, see what makes them tick. When have we 
last torn down our foreign competitor’s product for an impartial 
laboratory test of findings? We’ll find that price isn’t the only 
thing they have. Somewhere are bright people, modern people, 
people with up-to-date machinery, people who’ve discovered how 
to motivate labor to turn out quality goods—they’re the people who 
will be facing up to us in the next ten years using international 
television, 1200-mile-an-hour planes and the brightness of novelty 
and newness to lure consumers away from the trite and the tried, 
the mediocre and the monotonous, the safe and the sane. 

How are you going to answer? Let’s not fall back on higher 
American hourly rates as the answer. We must dig deeply into 
other reasons for the ability of foreign competitors to undersell us. 
Product design might be a profitable area to explore. Designing 
products from a marketing point of view can eliminate gadgetry 
and concentrate on function. People abroad are not as sophisti- 
cated as our American consumers. They are more likely to want 
functional products, rather than those which add nonessentials, 
People who are emerging from long years of scarcity see things 
differently than through the eyes of a people of plenty. 


10 EFFECTIVE MARKETING COORDINATION 


5. We must take the lead in discovering and directing Ameri- 
can business to the most profitable and rapidly growing markets 
abroad, just as we do at home. Today, American businessmen have 
a long-term investment of $28 billion overseas. Within this next 
decade this investment is expected to double. 

Where will the money be spent? 

What are the big markets today? 

What will be the big ones tomorrow? 

6. Recognizing that creating foreign markets is a task that’s 
beyond the control of any individual organization, we must realize 
the need for teamwork in international affairs between govern- 
ment and industry. Cultivate your State Department Council on 
Economic Affairs in the lands you plan todo business in. They can 
be of great help on both sides of the problem—your product flow- 
ing in, and the competitive product flowing out. Through such 
coordinated effort we can do everything thata foreign manufacturer 
can do and do it better. 

7. We should urge our incustries to cooperate with foreign 
governments, especially in underdeveloped countries, in making 
studies to develop financial plans, marketing plans, manpower 
development plans, and the like. The cooperation of whole indus- 
tries or groups of noncompetitive manufacturers could be enlisted 
in such projects to their and our mutual benefit. 

8. Finally, we must educate management to move marketing 
from the sales bullpen to the front. Marketing must be considered 
as the leading element in the struggle for company survival and 
growth. Production and Finance will adjust to marketing needs, 
marketing inspiration, marketing innovation, marketing creativity. 
Too long, marketing has fallen back on rationalization rather than 
results. Before management accepts marketing as the leading 
force in company progress, however, marketers must strive to 
make their operation more scientific and less seat of the pants; 
more tangible and less whimsical; more businesslike and less blue 
sky; sounder and saner rather than louder. Managementis entitled 
to a different kind of performance in marketing—and if that per- 
formance is forthcoming, marketers can expect to receive the 
kind of top level treatment they believe they deserve. 

Perhaps I have been unduly harsh with marketing practices and 
thought of today. Well—I meant it. It seems to me that it takes 
the Sputniks and Pearl Harbors to set this country to action. 
That’s dead wrong. Maybe you saw that TV program ‘‘The Flabby 
American’’ in which they showed that British girls were stronger 
than American boys. Flabbiness isn’t confined to the paunch and 
jowl—it stretches from the brain and bottoms our somewhere 
south, 
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Effective Marketing Coordination never faced a more serious 
challenge than it does today. When Wendel Willkie created his 
one worl. .\eme, it sounded like a political rallying point. To- 
day, it’s narketing reality few marketing men can ignore. 
Your future .1a my future—in fact our survival— depends on the 
action we ta:.. in this Brave New World of the present. 
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2. SOME MYTHS OF 
MASS MARKETING 


Peter G. Peterson* 


Managements are becoming increasingly restless about 
marketing as success in marketing may more likely come 
through unconventional rather than conventional means. 
Tomorrow's marketing, as it will be more complex with 
more advertising and more products, will place a premium 
on innovators. New ways of differentiating brands, new 
ways to sell to selective markets, selling to new markets, 
and creating new products and services that truly motivate 
and serve people will be the crucial marketing issues in 
the future. 


would like to try to articulate some of general management’s 

concerns about marketing, as well as their possible implica- 
tions to a group such as yours which is concerned with ‘‘the 
advancement of science in marketing.’’ 

It is my basic premise that many managements are growing 
increasingly restless about marketing. Some consciously, some 
less consciously, but restless nonetheless --- and the reasons are 
many. 


Unconventional Wisdom 


I believe many managements are growing restless because they 
wonder whether the old marketing solutions and the old marketing 
principles, however tried and true, in their time, are adequate for 
tomorrow’s consumer markets. 

I believe they become restless as they look around at some of 
the outstanding marketing successes of others. They often find 
departures from tradition, elements of boldness, and strategies 
with a sharp edge that set these brands apart from their com- 
petitors, 


*Peter G. Peterson, President, Bell & Howell Company. 
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In this connection, I believe the American Marketing Associa- 
tion could perform a real service for American industry if it 
would systematically study some of these outstanding marketing 
successes to see what could be gleaned, and which of our theories 
still seemed valid and which seemed obsolete. 

John Galbraith talks about the ‘‘conventional wisdom.’’ It would 
appear that quite a number of the outstanding brand successes 
have found that the kind of marketing wisdom that often pays off 
these days is the unconventional wisdom. 

For example, in the face of the conventional wisdom on the 
relationships between lower price segments and sales volume, we 
see major product categories where brands that carry a substan- 
tial price premium have achieved sales leadership in such diverse 
fields as television sets, in cake mixes, in cheese cakes, and I 
might say in movie equipment. Last year, our company moved into 
sales leadership with a line of equipment whose price (and whose 
quality, we believe) is substantially above that of our competition. 
This conventional wisdom also tells us that there is an inevitable 
trend toward mass selling and mass communication with less and 
less need for a personalized relationship with the consumer. Yet 
we can all think of outstanding success stories of companies who 
have decided to take their product directly to the consumer --- in 
products as different as cosmetics and books, 

In the insurance business, we find very successful companies 
insuring the uninsurable, and thinking the unthinkable; i.e., chal- 
lenging the role of the traditional agent in the insurance business. 


Tomorrow’s Markets—A Log-Jam 


Even if there weren’t so many actual cases where unconven- 
tional thinking seems to be paying off, Ibelieve that the very nature 
of markets of the sixties would make management restless. The 
word I use to describe this fundamental condition of tomorrow’s 
markets is log-jam. 

Some experts tell us they expect 1970 will find us with as much 

as 25 billion dollars worth of advertising. The consumer will be 
expected to assimilate this tremendous volume of communication 
with that same single pair of ears and eyes that he now has. 
With this volume of advertising, the greatest threat for a product 
could easily be not being seen or heard at all. I believe manage- 
ments are beginning to ask themselves: Will conventional 
approaches be good enough? 

Let us also look at the coming log-jam in new products. As we 
look to the 800 billion dollar economy that is predicted for 1970 
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and the increase of about 40 per cent in consumer expenditures 
that will be required to reach that goal, management can well be 
restless about how this tremendous volume and number of new 
products will be created and marketed. With this kind of new 
product log-jam, the premium for brilliant product planning will 
obviously go up geometrically. And yet, our desire for these 
brilliant innovations has to be tempered by what has actually hap- 
pened over the last several decades. 

In a sense, research and development and technology are 
probably great equalizers. While it is true that research and 
development sometimes give a company a basic and long-range 
patent position (as has happened in the photographic industry with 
Polaroid) I think it is more often true that research and develop- 
ment moves at a fairly even pace within an industry. Any real 
product advantage that a company has has more often been a short- 
term one. 

This rather profound shift has certainly been sensed by the 
consumer. Thirty years ago, I would guess that many consumers 
would rate one or two brands in most categories as being the best, 
and perhaps a few brands that he would consider pretty poor. For 
example, in the thirties, most of you were probably either Ford 
men, Chevy men, or Buick men, and had clear views on the sub- 
ject. Today, I would suspect that most consumers would rate most 
brands as being ‘‘pretty much all right’’ and ‘‘pretty much alike.’’ 
And, of course, we can expect that foreign brands of good quality, 
low prices and innovation will provide an even more impressive 
challenge to the American manufacturer who is trying to differ- 
entiate his brand. 

The market place of the 1960’s will indeed be a very crowded 
and a very noisy place. And I believe many managements are 
growing increasingly restless about how their brands are going to 
fit into this market place. 


A Premium To The Bold, Committed Innovators 


Before talking about some specific areas of opportunity that the 
marketing fraternity might want to explore, I think I should be 
more explicit about the fundamental approach that I believe is 
most likely to be successful in an era like the one we are entering. 

I believe the real premium will go to those who individualize 
themselves, to those who anticipate, to those who lead, to those who 
try the untried; in short . . .more than ever, this is the market for 
the bold. This is the market for the innovator. 

If this is the appropriate overall strategy for the sixties, then 
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what are the implications for marketing professionals such as 
yourselves who are ‘‘devoted to the advancement of science in 
marketing.’’ Part of my answer depends upon our conception of 
science. If we see science largely as methods and techniques that 
in themselves can provide answers (incidentally, I most emphati- 
cally do not see science in this light), then I would say that I do not 
feel science can provide the kind of imaginative marketing answers 
that I believe are necessary. As Charles Kettering once pointed 
out, ‘‘You don’t do research in the laboratory, you do it in your 
head.’’ For I do not believe that one can very often synthesize 
innovation, even with the most careful collection of facts. There’s 
a touch of magic that has been extraordinarily difficult for me at 
least to put my finger on whenever I have seen a really unique 
marketing program created, or a scientific breakthrough in our 
Research Center right here at Pasadena. And, asI review some of 
the important marketing and product innovations of our time, I find 
it hard to believe that available facts wouldhave made an important 
contribution. 

Richard Sears, the founder of Sears Roebuck, was thought to be 
a rather irresponsible maverick when he developed the method of 
selling by direct mail with aggressive promotion, Mr. Birdseye 
was a man who simply knew that frozen foods served a real need. 
For the first few years, not many people, including consumers, 
seemed to agree with him. Mr. Romney of American Motors 
couldn’t tell whether people ‘‘wanted’’ a compact car by reviewing 
available data. He simply had a deep conviction that the time was 
ripe and that these cars served a need. Outdoor movies were 
originally considered quite a fantastic notion by nearly everyone at 
the time of their inception. Cars were to travel in, not to watch 
movies in. These were men with commitments. These men 
innovated. They aggressively implemented the innovation, against 
all kinds of ‘‘evidence.’’ And only then, I’m afraid, and not before, 
did the consumer know this is something he wanted. 

When dealing with markets, we are obviously dealing not with 
things, but with people. We allknowthata person is not a constant, 
not an invariable, but a changing cluster of needs, wants, appetites 
and fears, often contradictory. For example, in the world of the 
theatre, even the most sagacious, well-informed men admit to the 
enormous difficulties of predicting success. The folklore of the 
theatre tells us that ‘‘Death of a Salesman’’ couldn’t be successful 
because it had death in the title. And everyone knew that ‘‘Okla- 
homa’’? wouldn’t succeed because no musical with a ballet in the 
middle could succeed. Actually of course, it revolutionized 
musical comedy. Many attempts have been made to synthesize a 
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Broadway hit by putting into it the best elements of a number of 
shows. Usually the results have been disastrous. 

It is my view, then, that the artistry of marketing, as indeed 
the artistry of management, will more than ever be the main- 
spring of success in the sixties. This, however, certainly does 
not mean there is not an important role for the scientific method 
in marketing. There is. But I think there can be an even more 
important role if marketing research people can become a more 
positive force in helping to create and evaluate new product con- 
cepts and really new marketing concepts, so that we can begin 
offering the consumer real choices rather than trivial differ- 
ences. 


Areas for Creative Marketing Thinking 


I would now like to turn to some specific areas where I believe 
some really creative marketing thinking needs to be done if we are 
to cope effectively with the markets of the sixties. 

1. First, I would like to see you explore the question of new 
ways of differentiating brands in the sixties. To be sure, every- 
one will and should continue to try to create product differences. 
Yet, it also seems likely that in many product categories, the 
differences will be minor. How else then can we differentiate 
brands? 

I have been impressed that most of us think of a consumer 
purchase as a conquest, rather than a relationship. I wouldn’t be 
surprised if some consumers don’t feel a bit like a jilted lover 
who has been aggressively wooed and then abandoned, For example, 
I suspect that most consumers use many products quite ineffec- 
tively due to lack of knowledge about how to really use these pro- 
ducts. This kind of consumer is obviously notas effective a sales- 
man for the product as he could be. I would imagine that with 
some creative thinking, it would be quite possible to create prac- 
tical programs (perhaps as part of the original purchase). These 
programs might help create a continuing relationship with con- 
sumers and might help them enjoy our products more after they 
bought them. 

Another example of this kind of thinking would extend into the 
servicing area. All of us know that as products have become 
more and more complex, and as models have changed more and 
more frequently, servicing has become more and more of a prob- 
lem. I would like to see teams of informed and imaginative 
people really tackle these problems. What are some ways the 
whole servicing problem could be handled far more conveniently 
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for the consumer, for example? What are the kinds of assurances 
that the consumer could be given at the time of purchase that 
would dramatize their confidence in our products? Perhaps some 
of the recent thinking in the automobile business is in the right 
direction. What might be done to save the consumer from the 
financial uncertainty and irritation that goes on in the servicing 
negotiations between consumer and manufacturer? Could the 
insurance principle be applied in some dramatic way to this ser- 
vicing problem? 

Whatever the approach, as our products grow more and more 
alike, I believe there is an important need to differentiate our 
brands by creating new ways of adding to the long-range value of 
a product by offering new services and having a new attitude toward 
the increasingly sophisticated consumer. Perhaps I could express 
the attitude in this way... not just selling the consumer, but in 
serving him over the life of the product. 

2. A second area where I think an enormous amount of fresh 
thinking needs to be done is how to sell to selective or segmented 
markets. It is a rather curious thing that most of us develop our 
product and marketing strategies as though we sold most people 
when it is perfectly obvious that most of us sell only a small per- 
centage of the population. Likewise, most of us tend to over- 
generalize what ‘‘the’’ market wants when more precise thinking 
would tell us there are many, many markets to be satisfied. As 
the total market grows bigger, it obviously becomes economically 
feasible to tailor products and selling strategies to very small and 
as yet unsatisfied segments of the market. As the Volkswagen ad 
reminds us, ‘‘Thinking Small’’ can be most profitable. A couple 
of other examples will also help illustrate. In the photographic 
business, it became quite popular to say that ‘‘the’’ market wanted 
simple automatic equipment. For some time, virtually all effort 
was aimed at ‘‘the’’ market. Further reflection and research 
demonstrated that in everyone’s rush to make simple equipment, 
there was a smaller but growing market of more sophisticated 
photographic users who were being ignored. We now think of 
these as quite distinct segments with quite distinct product and 
advertising strategies and our share of market has increased 
considerably since. 

I believe our tendency to over-generalize and to minimize 
minority segments is evident in our approach to compact cars. 
Having finally found there was a market for a compact car, we were 
quite quick to conclude that ‘‘the’’ market was for an economy or 
more-or-less stripped version. Current evidence seems to show 
that there were a considerable number who also wanted added power 
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and luxury in a compact car. Had this segment been aggressively 
exploited at the outset, it might have given one of the makes a very 
substantial boost. 

And perhaps my own most embarrassing incident in missing a 
profitable, though minority segment of the market, was the first 
market research report I ever helped write. It was on sudless 
detergents, some thirteen years ago, and with great conviction, I 
recommended against sudless detergents because 75 per cent of 
the consumers preferred suds, ‘‘the’’ market. Unfortunately, the 
client agreed. 

Management needs your help in defining the nature of these 
minority but unsatisfied segments if our products are to be as 
sharply tailored as they must be. 

Learning how to tailor our selling strategies to selective mar- 
kets will also be a major challenge. I believe that too many of us 
are engaged in an elusive search for ‘‘the’’ right marketing mix, 
We behave as though such a thing exists for an industry or even 
for a company except at a point in time. Perhaps in our desire for 
certainty in what I am afraid is an uncertain market, we cling too 
long to formulas that necessarily become obsolete as markets 
change and as competitors react. 

With the communication log-jam that we can easily see develop- 
ing in the sixties, the advertising area is one where it will become 
increasingly important to define the niches in the market we are 
trying to serve. Even today, with total advertising expenditures 
running at about half what they may be by the end of the decade, 
many of us convince ourselves we are ‘‘reaching’’ the total market 
by looking at convenient statistics on how many people are ex- 
posed. More than ever in the sixties, one of the tragic errors will 
be to confuse exposure with impact. 

Let me take a moment to tell youabout our fortunate experience 
at Bell & Howell, which may be a good case study in selective 
advertising. We decided, a few years ago, that it was a mistake, 
with our limited budget, to attempt to out-entertain or out-reach a 
competitor with much larger advertising resources. We had a 
deep conviction that many Americans wanted and needed thought- 
provoking programs on the realities of this world we are living in. 
Thus, we decided to put all of our budget into controversial public- 
service shows, To be sure, not everyone watches this kind of 
programming, but on the other hand, we hoped that by making a deep 
impact on one segment of our market, our sales would be higher 
than if we were only to ‘‘reach’’a much larger segment of the mar- 
ket. Apparently, it may have worked out that way since our share 
of market is at an all-time high. 
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I expect to see a good deal more selective products and more 
selective selling in the sixties as the difficulty of making a real 
impact on the whole market grows geometrically. 

3. A third area which I believe deserves much more effort 
than it is now getting is that of creating whole new markets that 
don’t exist today. 

One hears a great deal about increasing productivity of mar- 
keting - that what we really need to help attain the 800-billion- 
dollar economy is to increase the effectiveness of television com- 
mercials and advertisements, increase the effectiveness of our 
direct selling efforts, etc. While all of us are certainly for in- 
creasing marketing productivity, I do not feel it is a big enough 
answer to the opportunity of increasing consumption 40 per cent 
over the next decade. I doubt also that adding minor product dif- 
ferentiation—a new gadget to a washing machine or a movie cam- 
era—even along with better commercials or advertisements is the 
answer to greatly expanded consumption. In short, I’m afraid too 
many of us are too preoccupied with share of market tactics. 

4. If I were to list the greatest marketing challenge of the 
sixties, I believe it will be to create fundamentally new products 
and services that truly motivate and serve people. 

For one thing, it would seem that the growing sophistication 
and intelligence of the consumer is beginning to catch up with us. 
Most consumers, particularly the growing number of well-educated 
ones, can be fooled only so long. They now seem to be differen- 
tiating more and more between so-called new products that are 
only ‘‘gimmicks,’’ and new products that really provide new func- 
tions or services. Thus, I would predict that in the sixties, the 
share of market gadgeteering that most of us are soo good at will 
become increasingly out of date. It will needto be replaced by new 
thinking that looks at changing human needs and changing tech- 
nologies and bridges them with really new productconcepts, While 
it will be an infinitely more difficult kind of thinking, it will also 
be far more rewarding. Yours are the kinds of marketing minds 
that are needed to help management with this kind of vision of 
what it is our businesses couldbe . . . not whatour businesses have 
been, not what they are, but what they could be. 

Let me take one example of a long-range planning study that 
we are attempting to do at Bell & Howell. We have concluded, 
very happily I might say, that more and more people in the sixties 
will look around and see that our society is putting increasing 
emphasis on knowledge, on culture, on being ‘‘in the know.’’ We 
firmly believe that adults will have a fundamental desire to 
improve themselves. Parents will also see that our culture puts 
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increasing dollar and cents value on education and will want to be 
sure their children become part of the so-called ‘‘diploma-elite.’’ 
Thus, one such new market that could reach major proportions in 
the sixties will be the field of education in general, with adult 
education, child guidance and measurement being particularly 
attractive. 

To conceive what this market might be and how to fill these 
needs is work of the most difficult sort. And yet, we think that 
what is really needed if these soaring sixties are ever to leave the 
launching pad is for some of our brightest minds to spend a little 
less time on minor product differentiations and a good deal more 
time in creating really new products that fill changing human 
needs. 

I wonder if you would share with me the feeling that none of us 
has really done a good enough job of learning how to grasp the 
possibilities of the research and development revolution -of some- 
how translating more of these possibilities into consumer products 
that are fundamentally new. 

May I sum up in this way. All of you share a common goal in 
advancing the science of marketing. 

I believe that many of you have a fundamental decision to make 
in how to best serve that goal. You can spend more and more of 
your time in sharpening your technical tools and collecting and 
analyzing the facts you need. This is important work that must 
continue. But I would hope that some of you would also decide to 
spend more of your time in creating the stuff that great science has 
always been made of the hunches, and insights and ideas that may 
give the consumer the real choices, the big choices I think he’s 
looking for. 

I hope and I believe that management will be increasingly 
receptive to these ideas. For without these new concepts, new 
products, and new marketing programs to test, I do not think we 
can say we have made the maximum contribution to the advance- 
ment of science in marketing. 


3. 1970 — CAN MARKETING 


MEASURE UP? 


James V. Cook* 


The expanding GNP and population in the future means 
that consumers will be living in places that don't exist to- 
day, will be using products that don't as yet exist, and will 
be both more intelligent and more demanding. Thus, 
marketing and the coordination between marketing and 
management must be improved. Above all marketing must 
demonstrate its vital role in our free society, not only 
through the satisfaction of the needs of consumers but 
through the creation of profit. 


wouldn’t be surprised if some of you considered us in the Bell 

System to be Johnny-come-latelies in marketing. In a way, 
you’re right. While in the past we’ve had flurries of selling 
activity, we’ve had to spend most of our time, particularly in the 
postwar years, just keeping up with demand. So only in recent 
years, perhaps since 1955, have we been able to commit our- 
selves to a broad, all-out marketing effort. But it hasn’t taken us 
long to recognize marketing’s impact on our business. And we’re 
in the field to stay. A colateral reason for this is that we’re con- 
vinced marketing has an increasingly important role to play in 
maintaining our American way of life. 

As you are well aware, that way of life is not at all assured. In 
some respects we’re going through what Charles Dickens once 
described as ‘‘The best of times and the worst of times.’’ On one 
hand, despite a shaky start from a recession, we have the promise 
of unparalleled prosperity in the 1960’s. Before the decade has 
run its course we can look for almost every important economic 
indicator to have reached and surpassed its previous all-time high. 
Some may have done so already this year. 

But on the other hand, we’re faced with perils almost without 
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precedent. Communism is still spreading. Whole new peoples are 
undergoing awakenings of nationalism — with the returns not yet in 
on whether they will cast their lot with East or West. Domestically 
we have high taxes, a gnawing inflation and the mounting threat of 
foreign competition. 


Which Way Do We Turn From Here? 


Well, I for one have a positive viewpoint on the direction. I 
think this nation will continue to grow; that it will continue to 
prosper; and that marketing can help bring these things about. 

In discussing the scope and shape of this growth I’ll cite just 
two basic statistics, population and Gross National Product. 
Forecasters tell us that by 1970 we will have a population of about 
215 million, compared with something over 180 million today. 
GNP will be roughly $700 billion, versus our present $500 billion. 
So our consumer in 1970 will have many more neighbors, and all of 
them will have more money to spend. 

Here are some other characteristics of that 1970 consumer, as 
I view him: 

1. He’s likely to be living in a community that isn’t even identi- 
fied on the map yet. The forecast nowhas gone beyond ‘‘suburbia’’ 
to ‘‘Exurbias,’’ vast metropolitan complexes which will erase 
scores of old boundaries and create new ones. 

2. He’ll be using products that haven’t yet been invented. The 
current annual report of the Celanese Corporation, for one, notes 
that of 30 major products of that company, half have been added 
just since 1955. This trend toward new and better products will 
surely continue, giving our 1970 consumer a greater freedom of 
choice in what he buys. Adding to this choice factor, of course, is 
the element of foreign competition. As I’m sure you’ve heard 
many times during this conference, aggressive foreign competition 
will be an economic fact of life for the foreseeable future. Just 
walk out of the hotel this afternoon and you will see much tangible 
evidence of it. Streets are crowded with autos from France, Eng- 
land, Germany and Italy. Wander into a shop and chances are 
you’ll find items imported from Japan running the gamut from 
baseball gloves, to transistor radios, to sewing machines — and 
pretty good ones, too, 

3. The consumer will be better equipped intellectually as well 
as financially to exercise this increased freedom of choice since 
the level of education will continue to rise throughout the decade. 

4, In a very broad sense our 1970 consumer will probably be 
more demanding than any we have yet known. He will not be over- 
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awed by the marvels of television (national or international), nor 
by jet transport, data processing or widespread automation. These 
and many other product and service innovations, including a rising 
flood of ready-to-use and do-it-yourself articles, will be old shoe 
to him. 


The Problems Facing Marketing 


These factors, I think, are going to present marketing with two 
major problems, each requiring a high order of management talent 
and attention if they are to be solved. 

1. Research must be expanded and improved. Business, and 
marketing especially, will need more basic research. There must 
be a continuous seeking of newknowledge, for it is from such know- 
ledge that new products and services arise. More efficient means 
of production must be found and used to keep costs down and 
thereby help to block the constant inroads of foreign competition. 
New and improved means of servicing must be devised. Clearly, 
more thoughtful attention will have to be given to keeping the cus- 
tomer satisfied after he’s bought the product, whether it be a car, 
a washing machine, or a TV set. And I might say this is one area 
where we can, if we wish it, maintain a clean-cut advantage over 
our foreign competitors. 

2. This relates largely to Marketing management itself. 13 
years ago Bell Telephone Laboratories announced the invention by 
a team of three physicists of a device called the transistor. I have 
one here between my fingers and as you may or may not be able to 
see, it’s a tiny thing. But it’s a mighty one. And out of it has 
grown the $500 million electronics industry. 

The specific applications of the transistor that may affect you 
the most are those developing in the business machine, data 
processing and office equipment industries—and in my own bus- 
iness. Devices are now available which digest and process enor- 
mous volumes of all kinds of data at what to me seem almost 
incredible speeds. Also, communications (facilities are at hand to 
transport these data wherever they are needed at equally astonishing 
speeds. This means a potential is rapidly being developed to put 
into the hands of production, sales and plant managers huge 
volumes of schedules, inventory control data, orders, salary and 
commissions information, expense items of various kinds, and a 
wide range of other information at almost the very instant the 
transaction takes place or the obligation is incurred. 

Let me see if I can illustrate just how fast these machines do 
operate and how quickly we in the communications industry can 
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transport their production. The solid state devices growing out of 
this transistor operate in micro-seconds, speeds of one-millionth 
of a second. Suppose you made a penciled calculation that took you 
one minute, such as adding a column of figures. If the same cal- 
culation could be performed by the electronic brain in one-millionth 
of a second, which is quite likely, then, at that ratio the machine 
could perform in one minute calculations which a human being 
could only do over a span of 114 years, working day and night. 

As to getting such data from one placeto another, machines are 
already talking to machines over regular telephone lines every day 
and some of my associates predict as much machine to machine 
communication one of these days as there is voice. Recently I 
asked one of our young scientists how fast all these data could be 
moved over the network. He startled me when he said that he 
could foresee a technical capacity to transmit an entire edition of 
the New York Times in about four and a half seconds. 

It seems to me this new technology will collapse both time and 
distance. The impact on marketing management could be enormous, 
Let’s take an example. Suppose a firm has developed a new line of 
refrigerators and has fanned them out to distribution points across 
the country. On the first day of their sale in retail outlets, these 
refrigerators are purchased in 100 different cities. 

With the types of data processing equipment and transmission 
facilities I’ve been talking about, here’s what willhappen. Records 
of these sales will be instantly flashed to production, distribution 
and marketing managers. The production manager will have 
virtually an hour by hour account of whether his schedule is above, 
below or meeting demand. Inventory replacements canbe arranged 
immediately, and the sales and marketing managers, rather than 
having to wait days or weeks to find out how the new line is moving, 
will be able to do so almost on a minute-by-minute basis. 

This will prove a tremendous boon to marketing efforts. Today 
despite its many skills, marketing still operates to a certain 
extent behind the times. It has to. For the information on which it 
must base its decisions must be gathered from wide areas, brought 
together, correlated and analyzed. All this takes time. And by the 
time a decision based on one set of facts is reached, a brand new 
set may have already taken shape. Such need not and probably will 
not be the case tomorrow, I think the period of 30, 90 or 120 day 
distribution schedules for major items may well be coming to a 
close. Operations such as these are going to come down to a day- 
by-day or even hour-by-hour basis. 

In the service field, it means the day is vanishing when the 
housewife will stand still for atwo-or three-day wait for a replace- 
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ment part in her dishwasher or to get a TV set repaired. The 
consumer of 1970 will expect service tobe much faster, much more 
efficient, and much more courteous than it is today. In the tele- 
phone business, we have already seen signs of this in our younger 
customers, the young adults. A survey we took not too long ago 
indicated that customers under 25 were much more critical of the 
same quality of service than were older groups. It’s an age in 
which people are becoming more and more attuned to speed and to 
getting what they want exactly when they want it. 

I think, by the way, that this new era will present far more than 
just the challenge of having the right goods at the right place at the 
right time. I think it also presents an unprecedented potential for 
brand new markets. I’ll give you just one example from my own 
business. In Morris, Illinois, we are conducting experiments with 
a new electronic central office. The equipment completes tele- 
phone calls in mere millionths of a second. With it we can not 
only furnish lightning-like speed, but we will also be able to offer 
some totally new services— such things as automatically switching 
calls to a third number, reaching frequently called numbers any- 
where in the country—the world, perhaps—merely by push-button- 
ing two digits, or having the equipment keep tabs on a busy line 
and ring it for you when it becomes free. These and other new 
services are not ready now, but they are on their way. 

This concept of new markets is fully recognized in a definition 
we use which goes something like this: ‘‘Marketing is gearing the 
entire enterprise to anticipate and fully satisfy the wants and needs 
of its customers and to strive continually to create new uses for 
its products or services at aprofit.’’ AsI see it, then, it’s the duty 
of marketing to be in the vanguard of change. In this case, and at 
this time, to be the leader inthe era of automation—to anticipate it, 
to tool up for it, and to make the customer aware of the benefits he 
will derive from it. Competition will be reason enough to do all 
this. But there is still another reason over and above the compet- 
itive aspect that I consider quite as important. And it is political. 
It is the broad question whether a free market is a good thing for 
us to have at all. 


Is the Free Market a Good Thing? 


We have heard the ’60s called many things—not all of them 
necessarily polite. I have already referred to them as the begin- 
ning of the era of automation. In addition, they’ve been called a 
part of the Atomic Age, the Space Age, and many other Ages. 
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Included among these terms was an Interesting one which I heard 
the other day: ‘‘The Age of Condescension.”’ 

By this is meant that we’re living in an era in which some 
have concluded that to a large degree, the American people really 
aren’t too sure what’s good for them. It is said that they are not 
buying the right things, that there are too many frills and fads, 
that the wealth of the country isn’t being used most efficiently ... 
(in other words ... more bluntly . . . that Americans areno longer 
competent to make their own decisions in a free market. There- 
fore, they say, it is the duty of the central government to play an 
ever-increasing role in supervising the distribution of goods and 
services. They advocate continued competition - but not too much. 
‘*Reasonable competition’’ is what they call it, whatever that is. 

Ironically, it seems to me, the term ‘‘Liberal’’ is commonly 
used to describe this school of thought. This is in sharp contrast 
to how the identical term was used only 100 years or so ago. As 
Milton Friedman of the University of Chicago recently pointed out 
in a series of articles in the Wall Street Journal: ‘‘Faced with 
the choice of having the state intervene or not, the 20th Century 
liberal is likely to resolve any doubt in favor of intervention; the 
19th Century liberal in the other direction. When the question 
arises at what level of goveznment something should be done, the 
20th Century liberal is likely to resolve any doubt in favor of the 
more Centralized level—the state instead of the city, the Federal 
Government instead of the state, a world organization instead of a 
Federal Government.’’ What this means, of course, is that Mar- 
keting, in addition to overcoming its internal problems, must con- 
stantly demonstrate to the nation and the world at large that it 
plays a vital role in our free society—and, indeed, that a free 
market is one of the principal elements of that society. 

Obviously, this is not going to get done at this meeting today, 
or at your office next week. It’s going to be a long and arduous 
task, involving every field of business operations, It will mean 
developing good products, producing them efficiently, selling them 
honestly, and realizing from them enough profit to start the cycle 
over again. 

Everything I have talked about this afternoon, improved re- 
search, better distribution, new fields of operation, better ser- 
vicing, is going to cost money. And the only way these efforts 
can be financed is through profits healthy enough to furnish the 
elbow room to pursue them. Therefore, as we demonstrate to 
this country and the world the importance of a free market toa 
free society, we must at the same time do all we can to dispel the 
ancient myth that profits are slightly immoral, and that good 
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profits and high prices go hand in hand. Obviously, this is not 
so. 

I think that what too many people forgetis that we have achieved 
our greatness in the kind of a society that was built on profit and 
the expectation of it. Marketing, with its mission to anticipate and 
fully satisfy the needs of its customers, is certainly an integral 
part of that society. The problem is, we must work even harder 
to continue to prove it. 

Well, I’ve saddled you with quite an assignment this after- 
noon, All you have to do is sharpen your basic tools and tech- 
niques, gear up for an entire new technical era and at the same 
time defend yourselves in the clinches against those who would 
alter the concepts of how our country is run; all this, of course, at 
a profit. But I can’t see how we can afford to ignore any part of 
such a mission and continue to survive. ‘‘Our existence is at 
stake’’ is an overworked phrase. But I think it applies here, par- 
ticularly to the free market and profit concepts. And these, I feel, 
are two of the most important concepts separating us from the 
gentlemen in the Kremlin. 

After all, who ever heard of a Vice President—Marketing in 
Moscow, 


XUM| 


Part Two 


COORDINATION WITHIN THE 
MARKETING SEGMENTS 


A. Agricultural Marketing 


XUM 


4. WHERE AGRICULTURE IS 
AND WHERE IT IS GOING 


Omer J. Kelley* 


Agriculture, the nation's largest business, is constantly 
changing through the pressures for increased efficiency and 
increasing and changing consumer demand. The technical 
knowledge required in today's agriculture is great indeed, 
but today's knowledge which is now providing us surplus 
will not be sufficient to meet the demands of the rapidly 
expanding population fifty years from now even if all 
available cropland resources were used. 


HE history of agriculture inthis country may be divided broad- 
ly into three periods. The first—from Colonial times through 
World War I—was a period of physical growth by the development 
of new lands. Farm production during these first 300 years was 
increased chiefly by more and more farmers working more and 
more acres. During the first period farm employment rose to an 
all-time peek of 13.6 million during the years 1910-16 and then 
began a steady decline. Crop yelds per acre remained virtually 
unchanged. 

Fortunately, there were those in this early period who recog- 
nized that all good farmland eventually would be farmed, and that 
to meet the needs of our fast-growing Nation something had to be 
done to increase farming efficiency. Through the enterprise of 
these far-sighted pioneers, the U. S, Department of Agriculture 
and the land-grant college system were created the same year— 
in 1862—almost a century ago. This was the birth of what was to 
grow into a nation-wide system of publicly supported research in 
agriculture and agricultural education. 

The next 50 years saw many changes in agriculture. Research 
was encouraged and new farm practices began to emerge. Vast 
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areas of highly fertile land were plowed up, and worn-out lands 
were discarded. Millions of acres of potentially productive wet 
land were drained, and fertilizer and lime use substantially in- 
creased, Higher yielding crop varieties were introduced, and con- 
trols were developed for a number of insect pests and crop dis- 
eases, Yet with all these improvements, average yields per acre 
remained about the same. 

The second period in our agricultural history —covering roughly 
the years between the two World Wars—is notable for two develop- 
ments. The first of these was the application of machanical power 
in farming, which gradually relased millions of acres from the 
production of feed for horses and mules. These acres became 
available for food production. The second development was the 
action taken, on a broad front, by the Federal government, the 
States, industry, and by farmers to improve our agriculture. 
Research was given increased recognition. Since 1920, advances 
in technology, rather than additional land and manpower, have been 
the key to our agricultural progress. 

The third period in our agricultural history isthe one we are in 
now. Research since 1940 has more than doubled in terms of 
research dollars expended. In terms of man-years, however, the 
increased cost is not an indication of expanded research. The dif- 
ference today is that we are beginning to reap the benefits of re- 
search obtained during the earlier periods. Rate of both scientific 
advance and application of available knowledge has been phenomenal 
during the past 15-20 years. 


Increasing Farming Efficiency 


Let us examine the rate at which farming efficiency has risen 
through the years. Back in 1820, a farmer was able to produce 
enough food for 4 persons, including himself. Forty years later, 
by 1860, he could feed only 4.5 persons. By 1900, the number had 
increased only to 7, and by 1940 he was feeding 11 persons, Thus, 
it took 120 years to increase the number one farmer could feed 
from 4 to 11, a net gain of 7 persons. But look at what has hap- 
pened since 1940. Between 1940 and the present, the farmer in- 
creased his efficiency to the point where he can now produce 
enough food for 24 persons—a net gain of 13. This means that in 
20 years, the average farm worker has approximately doubled the 
gains that were achieved during the previous 120 years, This 
phenomenal achievement—unmatched by any other country in the 
world—is a direct result of research application to agriculture. 
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How does this increase in farm efficiency compare with other 
industries? Productivity of the American farm worker in the 
1950’s increased by nine per cent a year. Output per man-hour in 
nonagricultural industries increased only 24 per cent per year. 

What does this mean in terms of food costs? In 1929 we spent 
233 per cent of our disposable income for food. In 1959, we spent 
only 22$ per cent. The Japanese spend about 42 per cent of their 
income for food, the West Germans 45 percent, and the Russians 
56 per cent. Actually, food is cheap in the United States. In terms 
of hours of wages required to purchase a family’s food, it is 
cheaper here than in any other nation in the world. All told, our 
farmers today are producing 40 per cent more from about the same 
acreage they had in 1939. 

Figures on manpower required to dothe jobalso are significant. 
In World War I, our farm commodities were produced by 135 mil- 
lion workers; in World War II, by 104 million workers, Today, 
there are only 73 million farm workers. This is equivalent to 10 
per cent of our working population. 

The efforts of our agricultural scientists underlie much of this 
spectacular gain in production capacity. Their research has prac- 
tically changed the face of American agriculture. 


Farming—The Nation’s Biggest Business 


Let’s take a look at the present size of our agricultural indus- 
try. Farming employs 7.4 million workers—more than are em- 
ployed in the steel industry, or the automobile industry, or in 
transportation and public utilities combined. Investments in agri- 
culture exceed $200 billion and are equal to approximately 2 of the 
value of current assets of all corporations in the United States, or 
$ of the market value of all corporation stocks on the New York 
Stock Exchange. Farming is the Nation’s biggest industry. The 
investment in agriculture represents over $21,000 for each farm 
employee, or $35,000 per farm. This compares with about $16,000 
for each worker in the manufacturing industry. It is stated that 4 
out of every 10 jobs in private employment are related to agricul- 
ture. 

What are some of the major items for which farmers spend 
their money? Some of the most important are: 


1, New farm tractors, motor vehicles, and other machinery 
and equipment—$24 to $3 billion annually. 

2. Fuel; lubricants and maintenance of machinery —about $33 

billion, 
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8. Fertilizer and liime—near $1 billion. 
4, Rubber and electricity. 


This represents a major change from the way our forefathers 
farmed. Actually about 60 per cent of the input used in agriculture 
now comes from nonfarm sources, and these are on the rise. A 
major portion of the input reflects capital investment in machinery 
and equipment. The characteristics of our present developing 
agricultural technology are capital-using and output-increasing. 

It would be an understatement to tell those of your here that our 
present-day agriculture is not only able, but actually is producing 
all the food and fiber this Nation needs with no strain on our agri- 
cultural resources. As you know, we have a surplus of some com- 
modities. Although these surpluses are small, five to seven per 
cent per year of the demand at most, they still have a major effect 
upon the market value of these commodities. For the most part, 
the commodities and surplus items are cereals, feed grains, 
cotton, and possibly some livestock products. For most other farm 
products, the supply nearly balances demand. 

There are, however, always temporary problems brought about 
by change in the demand for products. A good barometer of demand 
for food products is the American homemaker. What she buys 
largely determines what will be on the shelves of our supermarkets. 
Buying habits tell us that as income rises the consumer demands 
and is willing to pay for higher quality in all foods—better appear - 
ance, flavor and texture. As she becomes more nutrition con- 
scious, the demand grows for more meat, milk, fruit, and vege- 
tables. When she can afford it the homemaker also wants foods 


TABLE I 


1925-29 
Average 


1935-39 
Average 


1956-57 
Average 


Projected 


Item 1975 


Meat animals ---------- *Demand 84.8 83.8 108.5 127 
Poultry ---------------- Demand 79.4 78.1 108.8 133 
Cereals - potatoes group-Demand 124.9 113.8 93.8 84 


Fruits and vegetables----Demand 


*The demand index for each period assumes prices at 1957 levels. Indexes (1947- 
49 = 100). 


Source: Prospects for Agriculture in a Growing Economy 
G. T. Barton and R. F. Daly 
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easy to buy, care for, and prepare. In addition, she wants seasonal 
foods throughout the year. 

Table I gives an index of demand changes per person for major 
groups of food. 

With changes in consumer preference of certain products, it 
is not surprising that farmers have changed and are changing 
emphasis on production, 
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Figure 1. — (From ‘Production Prospects for Wheat, Feed, and Livestock 
1960-65’’ - December 1959 - ARS 43-115.) 


Figure 1 shows the change in number of cattle for the period 
1940-48 and the projected change to 1965. Note particularly that 
the number of beef cattle has more than doubled, increasing from 
around 30 million in 1939 to 64 million in 1959. The general ten- 
dency is that the commercial family farm is increasing in size, 
the number of farms with livestock enterprises is decreasing, and 
larger enterprises are increasing. This means that the livestock 
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FARM CHICKENS AND COMMERCIAL 


BROILERS 
With Projections for 1960-65 
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Figure 2. — (From ‘‘Production Prospects for Wheat, Feed, and Livestock 
1960-65’ - December 1959 - ARS 43-115.) 


production is being industrialized, especially through vertical and 
horizontal integration. 

Figure 2 shows the change in the number of farm chickens and 
commercial broilers since 1940. Here, again, one will see not only 
a tremendous increase in the number of chickens and commercial 
broilers, but a decline in the number of farm-raised chickens. 
Also, it will be noted that there has been a tremendous increase in 
the number of commercial broilers produced. This again shows 
specialization and increase in size of unit. 

Insofar as wheat and feed grains are concerned, the number of 
acres has been on the decline. However, as you know, more acres 
have been harvested than are required to produce domestic and 
present export needs. 

Figure 3 shows the number of harvested acres in wheat and 
feed grains from 1950 to 1959, with projected acreages to 1965. 
(Refer to other studies). 
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WHEAT AND FEED GRAINS 
Harvested Acres, With Projections for 1960-65 
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Figure 3. — (From ‘‘Production Prospects for Wheat, Feed, and Livestock 
1960-65’’ - December 1959 - ARS 43-115.) 


What Does the Future Hold for 
Agriculture in the U. S.? 


Recently the Department of Agriculture made a study entitled 
*‘A 50-Year Look Ahead at U.S, Agriculture.’’ This analysis in- 
cluded the estimated requirements for agriculture projects by 
2010, the yields that might be expected by that time, the acreage of 
land that would be required, and other pertinent factors, In looking 
to the future of agriculture, all of these items are pertinent. 
Probably the most important factors affecting requirements for 
farm production in the future are the prospective growth of the 
population and the general level of economic activity. Other 
factors affecting requirements for farm production in the future 
are the prospective growth of the population and the general level 
of economic activity. Other factors, assuming ample food supply, 
are trends in eating habits, nutrituion, and other factors that in- 
fluence the consumption of farm products. 


37 
| 
a 
| 


38 EFFECTIVE MARKETING COORDINATION 


TABLE Il. Population, gross national product, and income, specified years 1929- 
58, and preliminary projections for specified years 1965-2010. 


Personal income 
per capita 
(1957 dollars) 


Total GNP 
(1957 dollars) 


Population 


Millions Bil. dol. Dollars 
Actual: 
1950--------------- 151.7 1,761 
1955--------------- 165.3 1,970 
1956--------------- 168.2 2,033 
1957--------------- 171.2 2,032 
1958 174.1 1,976 
Projections:? 
1965--------------- 195 2,300 
1975--------------- 230 2,700 
1980--------------- 248 2,900 
2010-----------.--- 370 4,900 
*Preliminary 


“Projections developed by U. S. Department of Commerce, Office of Business 
Economics, for Delaware River Service Area Study being made by the Corps of 
Engineers, Philadelphia District. (From ‘‘A 50-Year Look Ahead at U. S. Agri- 
culture). 


Table II shows the population, gross national product, and in- 
come for specified years from 1929-58, and preliminary projec- 
tions for specified years 1965-2010. These data were obtained by 
the U. S, Department of Agriculture through the study previously 
referred to. The table indicates a possible population of 230 mil- 
lion people in the United States by 1975 and 370 million by the year 
2010. 

I should like to divert here just a minute and insert a chart 
(Figure 4) taken from an article entitled, ‘‘Dooms day: Friday, 13 
November, A.D, 2026’? by H. V. Foerster, P. M. Mora, and L, W. 
Amlot. This article is taken from SCIENCE, Vol. 132, No. 3436, 
November 4, 1960. These authors have devised a statistical equa- 
tion for predicting the world population. Using this equation, they 
plotted the actual population growth points up to the present time 
and, on the basis of statistical calculation, extended the curve to a 
point which indicated the population on the earth will be so great 
that the people will be squeezed to death. I commend this article 
to your reading, especially those of you who are interested in the 
so-called population explosion. 
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Figure 4. — World population N (left scale) and world population density n in 
elements per square mile (right scale) observed (circles), calculated after 
Eq. 11 (solid line) and projected by different authors (triangles) as a func- 
tion of historical time t (bottom scale), and of dooms-time 7 (top scale). 

The number associated with each point are references. 
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Now getting back to the subject, we might ask ourselves what 
is the amount of food that will be required by the expected popula- 
tion. To meet the demands by 1975, economists tell us that total 
farm production must be increased 35 to 45 percent. In 2010, we 
will need more than twice as much foodand other farm products as 
we are consuming today. 

At the same time the amount of farm land available is not 
likely to be increased very much beyond present acreage. Some 
new land can be brought into production at fairly reasonable costs, 
but we are also losing good agricultural landto urban development, 
airports, highways, railroads, and so on. So most of the needed 
gains in production will have to come not from additional lands, 
but from greater yields on cropland we already have. In other 
words, we will have to substitute scientific technology for 
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Figure 5. — (From speech by Dr. Byron T. Shaw, Administrator, Agricultural 
Research Service, USDA, at the annual staff conference of the Alabama Ex- 
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additional acres. Experience over the past 30 years gives us con- 
fidence that this can be done. 

During the 1935-39 period (see Figure 5), agricultural output 
was harvested from 526 million acres of cropland equivalent. If 
farming methods and general ‘‘know-how”’ in 1956 had been avail- 
able in 1935-39, it would have required only 384 million acres to 
produce the same output. Thus our technology in 1956 was equal to 
the production of 142 million acres. 

Measured by 1956 yields and practices, it will require 714 
million acres to meet our needs by 1975—an increase of 208 
million acres above the 506 million acres of cropland available in 
1956. A big share of these needs can be met by putting present 
knowledge to use. Dr. B, T. Shaw, Administrator, Agricultural 
Research Service, USDA, has estimated that the application of 
known technology could give increases equivalent to 160 million 
acres of land. He further estimates that some 25 million acres of 
new cropland can be made available at relatively reasonable costs 
for drainage, clearance, irrigation, etc. The restof the production 
needed, equivalent to about 23 million acres, he believes can be 
most effectively achieved through new advances in technology over 
the next few years. 

The big job from then on will not be met by applying present- 
day knowledge. By 2010, more thanabillion acres will be required 
to supply food and other commodities by current methods of pro- 
duction, Yet only 530 million is potentially available. To meet the 
demand, it will be necessary to develop entirely new technology 
equivalent to 400 million acres of additional land. It is apparent 
that research in the future will require an increasing degree of 
multidiscipline approach. To meet these needs, research will be 
required on a broad front—concerted and intensive research that 
will make available new and better practices in all phases of agri- 
culture. I personally have no doubt that this can and will be ac- 
complished. However, I am equally confident it will not be accom- 
plished at the present rate of research activity. 

In closing, I should like to mention the following summary 
points: 


1. Agricultural efficiency in the United States has increased 
more rapidly than in any other major industrialized nation in the 
world, This increase has been brought about primarily through 
application of research and technology to farmlands. 


2. With increased disposable income, consumer demand has 
been shifting away from cereal grains and towards meat and dairy 
products, fruits, and vegetables. 
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3. The American homemakers are looking for higher quality, 
better appearance, flavor, and texture in their foods, along with 
foods that are easy to buy, care for, and prepare. The demand is 
for seasonal foods throughout the year. Thesetrends will continue. 


4. The size of commercial farms will continue to increase and 
the number of livestock enterprises per farm will decrease. With 
mechanization ever increasing, larger livestock enterprises will 
be possible. 


5. Farm efficiency will continue to increase and the number of 
people on farms will continue to decrease. Agriculture, which is 
the major U. S. industry today, will continue to expand and the 
nonfarm input will increase, 


6. While it is evident that present knowledge is not sufficient 
to meet the demands for the year 2010 on our available cropland 
resources, with stepped up research activity, findings from re- 
search will be sufficient to meet the agricultural demands of the 
future. 


X 


3. COORDINATING AND 
INTEGRATING PRODUCTION, 
PROCESSING AND MARKETING 
IN AGRICULTURE — THE 

CAL-CAN STORY 


R. R. Mauser* 


Farmers, who are traditionally production oriented, are for 
the most part too small individually to affect the market. 
In frustration they have turned to the government for in- 
creased profits but have only received greater frustration. 
Cooperation with control of at least 20 percent of the 
volume, good management, production research, public 
relations, and financing is a more logical and fruitful route 
towards profit. Cal-Can has provided this cooperation with 
vertical integration between production, processing, and 
marketing with beneficial results to the farmer. 


HIS is an exciting and challenging time for agriculture, because 

great changes are taking place—changes that will improve the 
economic standing of agriculture, changes that will regain for 
farmers the economic, social, and political standing that is their 
birthright and which they deserve. 


What Are The Objectives of These Changes? 


The changes we are going to discuss here are those changes in 
our agricultural marketing system that appear to be necessary to 
assure the farmer a reasonable profit from his farming opera- 
tions. The American farmer is operating in a capitalistic society, 
ruggedly competing not only with other farmers but with other 
businessmen in commerce and in industry. He is trying to regain 
and to maintain for himself an equal economic basis with his com- 
petitors. He is seeking means to assure himself a reasonable 


*R. R. Mauser, Executive Vice President, California Canners and Growers. 
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profit on a long-term basis, as well as ona short-term basis, 
Profit, then, is the objective. 

The farmer’s concern is not whether a tractor costs $5,000 or 
$10,000 but whether he can make the equipment earn him a profit, 
His concern is not whether feed costs $4.00 a hundred or $6.00 a 
hundred, but can he turn the feed into a profit. His concern is not 
whether he is selling tomatoes at $22.00 a ton or $30.00 a ton, but 
does the selling price return him a profit. 


Why is Present System Inadequate ? 


The American farmer of 100 years ago, with his small, well 
integrated operation, analyzed his market and his facilities and 
then planned his operations to supply that market. He determined 
how many potatoes he would need to fill his family requirements 
and those of a few neighbors, and he planted enough potatoes to 
supply that market. He determined the market requirements for 
milk (mainly his own family requirements) and planned the number 
of cows. He did the same thing in analyzing the market require- 
ments and his family requirements, and possibly a few known 
requirements of neighbors and cash customers in a nearby town, 
for meat, for wool, for leather, and for fruits and vegetables. He 
analyzed his market demand first and then planned his operations 
to supply that market. 

Then came the industrial revolution and commercial markets 
for farm produce —markets the farmer didn’t understand— mar- 
kets he had no way of analyzing —markets he couldn’t regulate or 
control—but markets he needed to exploit for profit. Because he 
liked his outdoor physical type of occupation, he regarded it more 
as a way of life than as a business. As a result he did not keep up 
in economic growth and in organization systems with his competi- 
tors in commerce and industry. In his attempt to maintain his way 
of life he then surrendered to commercial operators ownership and 
control of warehousing and marketing. Finally he found himself 
blindly producing for a strange market in which he had no 
influence, with little or no knowledge of quality requirements, 
Because of ignorance of economic conditions affecting the market 
and because he was too small individually to have any effect on the 
market, he had very little bargaining power. The logical develop- 
ment was thorough frustration—frustration individually and col- 
lectively. 

In his frustration the farmer turned to Government for help, 
and the Government agricultural program came into being. But in 
addition, because he now plays such a small part in the overall 
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process of production, transportation, processing, storing, and 
marketing, he has lost his political power. In an attempt to solve 
his problem by greater and greater production he has merely 
added to his frustration through the production of surpluses with 
disasterous effects upon profits. 

The economic power of the large industrial and commercial 
suppliers of materials and the economic power of the giant com- 
mercial buyers of his products and the tremendous power of big 
labor have squeezed the farmer’s profit margin to the vanishing 
point. At this late date he now realizes his position and knows 
that he has but two alternatives—one is to revert to a serf-like 
existence under a politically controlled agriculture, and the other 
alternative is to use his intelligence and opportunity to regain and 
maintain equal economic status with the businessmen in industry 
and commerce. The intelligent and sophisticated farmers are well 
on the way to obtaining this objective of economic equality. Ag- 
gressive and original thinking is needed and is beginning to develop 
successful procedures and techniques, but this revolution in the 
techniques and procedure in agriculture is just in its infancy. The 
dramatic and exciting comeback for the farmer is just beginning. 
It offers tremendous challenge and rewards for ambitious young 
men who are being attracted to the job. 


Some Necessary Changes 


The farmer must build his economic strength to that point 
where it will be on an equal basis with the suppliers of his equip- 
ment and supplies and on an equal basis with the buyers of his 
products. But the farmer’s most urgent need is to coordinate 
production and marketing and to have the economic strength to 
demand and get a return for his produce that will return him a 
reasonable profit—a profit comparable to that enjoyed by other 
types of businesses in our American society. Industry and com- 
merce have used the corporate structure to amass and pool great 
volume operations that were large enough for them to establish 
and maintain marketing systems that assured them of substantial 
and long-term profits. Agriculture has a similar mechanism. It 
is, of course, the cooperative marketing association. Farmers 
have had this tool for many years, but only recently in greatly 
accelerating numbers are they appreciating the potential of 
the effectiveness and the power attainable through the corporate 
Structure of the cooperative association. Great changes, how- 
ever, are necessary and are taking place inthe way that these cor- 
porate structures are and will be used to attain and maintain the 
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farmer’s objective of economic equality and strength. Some of 
these essential changes are the following: 

To attain effective bargaining power for any particular com- 
modity produced by farmers, a cooperative must have not less 
than 20 per cent of all of that particular commodity on the market, 
This percentage figure is not just pulled out of a hat at random. If 
you will analyze the automobile industry, you will find that the 
Chrysler Corporation was not considered one of the leaders in the 
industry until it had acquired about 20 per cent of the national 
automobile market. You will find a similar situation if you will 
analyze the oil industry or the steel industry and in the agricul- 
tural field the hybrid seed corn industry. At least 20 per cent is 
needed to be a market influence. But also there are negative fac- 
tors that strongly indicate that monopoly or even near monopoly 
begins to undermine the effectiveness of any particular market 
operation, Monopoly breeds distrust, inefficiency, arrogance, and 
mental stagnation. The top most effective percentage figure is 
not entirely clear from past experience, but somewhere around 
50-60 per cent supply of a given commodity would seem to be 
about maximum for top effectiveness. 


Market Planning and Volume Control 


The cooperative that maintains an open membership and admits 
all canners and accepts the production of its members without 
regulation as to volume and quality and without coordination with 
markets is probably little, if any, more effective or influential in 
the market place than were the individual producers. The proce- 
dure must first be the analysis of the potential market, with due 
allowance for aggressive advertising and promotion, and then the 
promulgation of regulations that will coordinate membership pro- 
duction with the market potential. In this area agricultural 
cooperatives need to take a leaf from the books of the successful 
merchandising organizations in industry and commerce. 

To be effective in marketing and market planning the farmer 
cooperative must develop aggressive action in the following areas: 

1. Market analysis—general trends—general business condi- 
tions and outlook—effect of competition—promotional efforts. 

2. Market research—new merchandising techniques, new mar- 
ket development— constant probing for new and extended markets 
based on thorough analysis. 

3. Product research—establishment of liaison with agricultural 
experiment stations, technical laboratories of colleges and uni- 
versities, and an aggressive privately owned and managed 
research department. 
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4, Packaging research and development. 

5. Quality research and control. 

6. Construction and maintenance of modern efficient factories. 

Cooperatives need to reach into industrial concerns for pro- 
fessional management of proved ability in processing and market- 
ing. Key personnel must be compensated at comparable levels 
with top jobs in industry. Incentive programs must be offered top 
management whereby they are permitted to share financially in the 
effectiveness of their management (a percentage of margins 
earned, for example). Training programs and attractive careers 
need to be planned and offered to potential executives. Manage- 
ment needs to show more leadership in educating the membership 
on the economics of plant operations and of merchandising. 


Membership Relations and Grower Education 


Management needs to be more aggressive in educating the 
membership in general business economics and in getting farmer 
members to do the things that must be done to attain the business 
objectives. Cooperative management must take the lead in show- 
ing members and growers generally the potential effectiveness of 
strong farmer cooperatives. Members must be educated to the 
concept that the surrender of certain functions and controls, over 
raw products, to their processing and marketing cooperative is 
completely in line with the democratic system of government 
wherein we all, for the good of the whole, sacrifice or control cer- 
tain freedoms. They must be educated to the idea that this is the 
only way in which they can retain their individual freedom of 
management on their farms, 


Raw Product Research 


The cooperative management needs to assist members in pro- 
ducing improved and standardized quality of products and increased 
volume at lower cost. This means a close liaison with the agri- 
cultural colleges and experiment stations regarding the develop- 
ment of new product varieties and improved cultural practices. 
The management needs to take an active lead in getting the mem- 
bership to accelerate mechanization and bulk handling on the farm. 
The membership needs to be educated as tothe reasons for regula- 
tion by the cooperative of quality and volume of product. 

Farmers generally should be made aware through their co- 
operative leadership of their importance in our national pros- 
perity, in our national security, and in our international relations. 
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A healthy agriculture is the most important factor in these areas, 
Farmers need to be educated in this regardand assisted in becom- 
ing more articulate. Farmers must be able to operate in a sound 
economic climate, and it is up to agricultural leadership to 
demonstrate how the cooperative association corporate structure 
may accomplish the objectives. 

Farmers must be educated as to the relationship between risk 
and profit and the need of adequate financing of their cooperatives 
in order to attain the profit objective with assurance. 


Public Relations 


Farmers themselves don’t seem to recognize the importance of 
their position nationally. They need to be taught the facts of life 
in order that they may fulfill their true destiny. 

The leaders in commerce and industry do not have a proper 
appreciation of the importance of a healthy agriculture. The 
leaders in the business of agriculture, namely cooperative leaders, 
have the responsibility of correcting this situation. 

It is obvious that labor and labor leaders do not have a proper 
recognition of the part that agriculture has played in improving 
the standard of living of labor generally. They do not seem to 
know that the supply of low cost food and fiber of high quality in 
ample amounts has been the main contributing factor to their im- 
proved position. Labor is agriculture’s largest customer; yet 
labor continues to bite the hand that feeds it, because it doesn’t 
understand the farmer’s problems. Agricultural leaders, cooper- 
ative business leaders, must find a way to reach the rank and file 
of labor with an educational program. 

The American farmers are going to regain their proper eco- 
nomic position in the American economy through their cooperative 
organizations, but with the movement must come a sound program 
of education of the public in understanding what is going on and 
why it is good for the entire nation. Every farmer must be made 
to realize that not only is his individual economic freedom depend- 
ent upon organized efforts through cooperative associations but he 
must be encouraged to be articulate in talking about his position 
proudly wherever he goes. 


Directors’ Qualifications 


Some cooperatives seem to get off to a good start and then 
stagnate and sometimes flounder and fall. In nearly every in- 
stance such developments can be traced to the failure of the or- 
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ganization’s directors to show proper leadership. Directors of 
cooperatives generally need to be more progressive and aggres- 
sive in their thinking. Many of them need to spend more time in 
keeping abreast of the activities of the cooperative of which they 
are directors and in checking up on the performance of manage- 
ment. In many cooperatives the reporting of management to the 
Board and the checking of the Board on performance at the regu- 
lar monthly Board meetings are grossly inadequate. The chal- 
lenge ahead is terrific, and the leaders who are made directors 
of cooperatives need to be prodding the management continually 
to attain goals that have been set boldly and with determination of 
achievement. 


Financing 


In many instances cooperatives, particularly new organizations, 
need much more liberal credit than is being extended under pres- 
ent systems and concepts of financing, and many offer a sound ba- 
sis for more credit. Money lenders who are interested in agricul- 
tural loans should sit in the meetings and conferences of coopera- 
tive directors and managers in analyzing and determining corpo- 
rate structure, membership contracts, economic factors, market- 
ing policies, research projects, etc., in order to better understand 
the credit needs and repayment potential. In many instances the 
requirement that old established statement ratios be created and 
maintained are based on ignorance on the part of the banker or re- 
luctance to act with originality and boldness or a combination of 
all of these factors. Some of the banks financing cooperatives are 
showing wonderful originality and cooperation, but other organiza- 
tions are still thinking ten years behind the times and are failing 
to meet the challenge and the opportunity inherent in the current 
awakening in agriculture. We are in an era when farmers are em- 
ploying new concepts and new techniques. They need some fresh- 
ness in the area of banking also. 


Legal Structure 


I mentioned that in order to be effective a cooperative should 
have control of not less than 20 per cent of a given product. With 
reference to some farm commodities there are a number of mar- 
keting cooperatives competing with each other to the detriment of 
the welfare of their members. Mergers would seem desirable, 
and in many instances have been considered, but have failed to 
materialize for a wide variety of reasons. Differences in finan- 
cial structures, differences in operating philosophy, jealousies of 
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_ ownership, fear of job loss by managers, etc., are some of the 
reasons. It would seem in some instances that effective marketing 


could be achieved without merging the organizations. 


This might 


be done by turning over the sales to a central agency or organiza- 
tion. To be effective, however, the central organization would 
have to be given complete marketing authority and quality regula- 
tion, This would call for liberal and true cooperative thinking by 
the various managements and boards of directors, but the legal 


structure is relatively simple, if the objective is clear. 


The crea- 


tion of a multiple pool could be accomplished rather easily and 
certainly would be extremely effective from a marketing stand- 


point and from the standpoint of returns to members. 


The Cal-Can Story Born of New Concepts 


Cal-Can was not founded by growers in distress who were 
trying to find a place to dump their surpluses. The founders were 


a sophisticated, 


hard headed, businessman group of fruit and 


vegetable growers who realized that if they wereto put their farm- 
ing operations back on a reasonable profit basis and if they were to 
retain their economic independence, they would have to own and 


control their processing and marketing facilities. 


They had sur- 


veys made by competent, skilled specialists and then came to the 
conclusion that several important factors were essential for suc- 


cess: 


1. A diversity of products was needed for efficient plant 
operations, for a well rounded sales program and to spread the 


marketing risks, 


‘2. High volume was needed for efficient operations and also to 
make it possible to hire and maintain top quality, proved manage- 


ment, 


3. ‘Effecient, modern, low-unit-cost manufacturing plants. 
4, Aggressive, skilled management of proved ability and with 


high acceptance in the trade. 


5. A grower organization willing and able to produce top 
quality raw products in desired volume and with the ability to 
carry the financial risks involved in the processing and marketing 


operations. 


To accomplish these objectives, the organizing group of growers 


decided that they must buy well established, 
aggressive fruit and vegetable canning companies. 


successful and 
When two out- 


standing companies were finally selected, they found that the 
owners and managers were willing to sell out and remain on as 


managers because of the tremendous potential offered by the com- 
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bination of such canning companies and the growers who could 
assure a steady and ample supply of quality raw product. Opera- 
tions were successful from the beginning. After the first year a 
third company was added. After the second year a fourth company 
was added. 

Now at the end of our third year we are about to carry our 
vertical integration to a greater depth. A thorough survey of can 
manufacturing has convinced us to build our owncan manufacturing 
factory and to make our own tin cans, This move will substantially 
reduce our canning costs, and we have high expectations that it 
will result in returning to the grower a substnatially higher price 
for his raw product. 

We have other plans in the analysis stage: we are trying to 
adopt the methods and techniques used by some of the large, 
successful organizations in business and commerce, and we also 
expect to be successful. 

Cal-Can is composed of three major divisions or operating 
areas. The first is the production of quality raw products. The 
second is the processing of quality canned products. The third is 
the efficient merchandising of the canned product. Production and 
processing in volume and quality present minor problems com- 
pared to the marketing operation. 

The procedure is for the Cal-Can sales organization to analyze 
the market in the fall and to make a preliminary estimate of raw 
product requirements to meet the potential market. It is then the 
responsibility of the Field Department to arrange with members 
to supply the required raw products. The operating management 
has the responsibility of having their plants ready to process the 
planned volume. By March of each year the Sales Departments 
are required to finalize their plans, and the grower production 
plans and plant operations planning are also finalized. By this 
method and procedure the growers are able to better plan their 
operations, the processing plants are operated at maximum 
efficiency, and the sales organizations are able to proceed with 
aggressiveness and confidence. 

Applicants for membership in Cal-Can are carefully selected 
for financial stability and for willingness to produce quality pro- 
ducts according to specifications of the organization. Additional 
members or additional tonnage is admitted only when needed to 
meet the market potential. Cal-Can is in business to make money 
for its grower owners and for no other purpose, 

The combination of these various factors built around a mar- 
ket-oriented organization is proving magical. The farmers are 
rapidly being educated in the problems of processing and market- 
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ing. The commercial managements, which were acquired with 
the canneries, are now concerned with and learning more about 
grower problems. As a result the growers are becoming good 
canners and the canners are becoming good growers, The result 
is improved quality product in the can, efficient, low-cost pro- 
cessing operations, and above all more orderly and effective 
marketing. 

Many of the commercial canners have been amazed at what our 
growers are willing to do to improve quality, even at the sacrifice 
of volume. This is due to the information furnished the growers 
and the confidence they have in the management decisions as to 
product specification. In self interest the growers are giving the 
canning plants better products, which of course make better 
returns possible. 

The central Cal-Can organization operates with a field staff 
and with a rather small administrative staff. It is the function of 
the field staff to work with the grower members in supplying the 
plants with the desired volume and quality of raw product and to 
organize their harvest and to deliver their product to the plants in 
orderly manner. It is the function of the central administrative 
staff to coordinate all operations and to make analyses and studies 
pertaining to operating policies and to make recommendations to 
the Board of Directors. All policy making is centralized in the 
Board of Directors. 

Within the policy established by the Board of Directors, all of 
the responsibility and authority for operating the plants and con- 
ducting the sales is placed in the managements of the four sub- 
sidiaries. These managements are required to make a full report 
to the central management and to the Board of Directors once each 
month, There is, of course, constant communication and liaison 
between the subsidiaries and the central office pertaining to opera- 
tions and problems as they arise. 


Some Results to Date 


Our first year’s sales were a little in excess of $50,000,000. 
This year sales approximate $75,000,000. Our projection calls 
for $100,000,000 in sales within five years. For the first year of 
operation ending May 31, 1959, the organization returned to 
growers 122 per cent of commercial value for their raw products. 
The second year the returns were 115.44 per cent, Our audit for 
the year ending May 31, 1961, is just being completed, but we 
expect it to show returns of about 117 per cent to growers. We 
have plans, including the manufacturing of our own cans, which we 
expect to enhance these percentages in future years. 
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Our seven canning plants are modern and efficient, but plans 
are formulated several years in advance for expansion and 
improvement of the facilities. 

The four operating divisions work slightly different markets, 
and this helps them work well together with a minimum of serious 
conflict and also helps them obtain maximum market returns. In 
addition to selling the domestic market we are aggressively 
expanding our foreign markets and have high hopes for the future. 

We believe that our acquisition of old line, successful com- 
panies and the retention and hiring of managers and administrators 
of proved ability and performance is a good technique. We com- 
mend it highly to other agricultural processing and marketing 
organizations, We hope that other organizations will be formed 
and follow our lead. 
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6. CORPORATE ORGANIZATION 
FOR MARKETING TO THE 
AGRICULTURAL INDUSTRY 


J. Paul Ekberg* 


Organized from the viewpoint of unity in manufacturing, 
we lacked unity in marketing. Several divisions with sep- 
arate marketing staffs served the agricultural industry. A 
reorganization which shifted our viewpoint to a marketing 
orientation whereby the industry was served through a 
single marketing has made possible ordering, delivery, 
billing, and much of advertising on a daily basis. In one 
year this reorganization led to a 14 percent increase in 
sales with decreasing selling expenses. 


ET me begin by thanking you for giving me this opportunity to 
talk with you about corporate organization for marketing to the 
agricultural industry. What you actually have done is to give me 
an opportunity to talk with you about one corporation — Monsanto — 
and about its organization for marketing to farmers. And Iam 
afraid that anyone these days, who gives any member of our organ- 
ization such an opportunity is rather ‘‘in for it.’’ 

In Monsanto an organization for marketing to the agricultural 
industry was formed when the Agricultural Chemicals Division 
was organized last fall. It is our newest baby and we are like 
proud fathers. Mention almost any subject even remotely con- 
nected with our favorite topic and we are likely to be spilling 
photographs from our billfolds and describing the latest mani- 
festations of sheer genius. So, thank you for your indulgence and 
let me assure you that I will make every effort to keep my en- 
thusiasm within the bounds of reasonable limits. At the same 
time, I am compelled to tell you that we have an exceptionally 
lusty infant, already hard-muscled and strong blooded. And, best 
of all, everything works! 


*J, Paul Ekberg, Director of Marketing, Agricultural Chemicals Division, 
Monsanto Ciiemical Company. 
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The operation I am about to outline for you is a new departure for 
Monsanto. Our Company Traditionally delegates its operational 
activities to Divisions. Each division is, in essence, an inde- 
pendent company answering to a centralized management. For 
specific groups of products, each handles all phases of business 
from the laboratory test tubes to the ring of the cash register. 
Historically, these divisions have been bound together primarily 
at the production level, with related manufacturing plants forming 
the hard core of logical unity. The manufacturing plants, of course, 
are related by common chemical raw materials, chemical proces- 
ses and products. There is much to commend such a concept. 
Indeed, in some areas, it is essential. But there sometimes is a 
correlative factor which characterizes broad-scale manufacturing 
activities in this day of rapid product development and diversity. 
This is the fact that while basic manufacturing may have remark- 
able unity, the marketing which is necessary to sustain common 
manufacturing may range over countless different and oftentimes 
totally unrelated areas. Thus, while manufacturing may be a 
closely knit entity within a given chemical family, the marketing 
which springs from it may be like a bag of worms. 

Our new Agricultural Chemicals Division, the Company’s 
eighth, is unique for us in that it deliberately was organized to 
serve Only one market. It is, wholly and without qualification, 
marketing oriented and not production oriented. It is designed to 
serve an unusual market—one with a shape and an attitude anda 
personality all its own, 

This is the farm market—a colossal, multibillion dollar Goliath 
with a remarkable affinity for development through the increasing 
use of chemicals. Right now, the farm market is being revolu- 
tionized and we of Monsanto have taken what is, for us, revolu- 
tionary action to meet its demands. Yet, our revolutionary new 
Division has materialized with assets, with products, with skills 
and with people that already existed within our Company. 

Let’s look at the agricultural chemicals picture as it was at 
Monsanto just one year ago. Last July, the Inorganic Chemicals 
Division functioned upon a base of such inorganic chemicals as 
phosphorus and nitrogen. Because of its production facilities, it 
marketed some agricultural products—chiefly fertilizer ingredients 
and feed additives—in addition to numerous products in other sales 
areas, 

A second large group of agricultural chemicals was in the 
Organic Chemicals Division, It was composed largely of insecti- 
cides and herbicides. Of growing importance was a group of ani- 
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mal feed additives—MHA, a protein supplement, and Santoquin, an 
antioxidant. 

Here were two basic industrial chemical divisions, each ser- 
ving a facet of the farm market. Their philosophies and operating 
procedures differed, in line with their relative independence, 
There could not help but be divided responsibility in the over-all 
performance of agricultural chemicals as a Monsanto product 
group, and the duplication of effort in the sales and marketing 
area long had been apparent, 

Let me say here, again, that this seeming paradox was totally 
logical from the standpoint of the manufacturing chemist. This 
organization followed a reasonable pattern from the standpoint of 
the chemistry involved. 


Adapting Our Organization to the Market 


In early 1960, however, and as our interest in the farm market 
continued to grow, our Vice President for Marketing, John Gillis, 
suggested that our Executive Committee begin a close scrutiny of 
the entire agricultural chemicals situation. An independent agri- 
cultural consultant was assigned the task of exploring the possib- 
ilities of an independent agricultural chemicals division, weighing 
the pros and cons without bias. 

Supported with a multitude of facts and figures, our consultant’s 
report eventually did, indeed, recommend formation of such a new 
division. Considering all aspects of Monsanto’s activities in this 
area, the report listed three possible alternatives. One would have 
consolidated the whole agricultural chemical program into an 
existing division; a second would have established a separate sales 
division for agricultural products; and a third would have set up a 
separate sales, research and development division without manu- 
facturing facilities. 

While each of these would have had certain advantages, none of 
them would have accomplished some of our prime objectives. 
Each would increase management problems and would allow 
divided responsibility to continue to exist. Performance would be 
difficult to assess, and maximum sales and profits would not be 
attained. Obviously, manufacturing problems would have multi- 
plied, too. In the end, it was decided that only a complete division, 
fully integrated and fully dedicated to marketing agricultural 
chemicals, would serve Monsanto’s purpose. A vital reason was 
the farm market itself. It is a market in transition. Farms are 
growing larger in size and smaller in number. The successful 
farmer or farm manager operates more and more as a business- 
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men, but small-scale farmers still are with us, too, There are 
differences in geographical location, growing seasons, prevalence 
of pests, types of crops, and many other differing factors to cloud 
the picture. Consider, too, that many farmers now buy chemicals 
in larger quantities than some dealers once did. Distributors, 
formulators, and manufacturers have, in recent years, been inte- 
grating their businesses both forward and backward, depending 
upon their position and opportunities, 

On the other hand, our Corporate management could look at 
this disorderly market from an entirely different viewpoint. Here 
are some of the things we see in the farm market: 

1, It is a market that has changed more in the past two decades 
than it has in the previous two centuries. It will continue to 
change. 

2. Farming actually is America’s largest industry. 

3. It is a market where energy, outlook and achievement of 
deliberate goals on the part of farmers, augmented and stimulated 
by commercial companies like ours, has helped increase output at 
the rate of 25 per cent per year—almost 25 per cent in the past 10- 
year period, 

4, It is a market where farm productivity per man hour has 
been rising at a rate three times faster than that of industrial 
workers, 

Certainly, there is no other market quite like this one, It 
requires experimentation, testing, great numbers of personal con- 
tacts and, above all, extensive and intensive education of farmers 
on product application, benefits and economies. Nor can its sub- 
jection to everlasting and constantly changing federal strictures be 
ignored, 

As a result of all these considerations, the area which drew the 
greatest attention, which was examined most closely, and which in 
the final analysis gained most from the formation of the Agricul- 
tural Chemicals Division, was that of marketing. It is marketing, 
after all, which meets the farmer most directly, which is influenced 
by the farmer, and—hopefully—which can influence the farmer 
most on behalf of an interested corporation. 

Where did we marketing people gain so much by the change? In 
the first place, Monsanto has for years been a marketing-minded 
Company. We like to think that all of us, from the man behind the 
laboratory bench to the one who fills out the order, always keep 
the customer and his needs in mind. In order to keep him in mind, 
we also must study that market of which he is a part. The farmer 
who buys our E-2 Ammonium Nitrate fertilizer isn’t the one who 
buys a fly-rod made with our chemical intermediates or who takes 
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our aspirin for his headache. He may be the same man, but he’s 
not the same customer, 

Now, from the single vantage point of our Agricultural Chemi- 
cals Division, we can look directly at the farmer as a man who 
needs our fertilizers, pesticides and feed additives for his fields, 
crops and animals. The new Division’s Marketing Department, of 
which it is my privilege to be the first director, can concentrate on 
serving the farmer in that light. 

All our resources, channeling through our Marketing organiza- 
tion, can be directed at identifying the customer, analyzing and 
understanding his problems and his needs, and at meeting those 
needs efficiently and economically —to his benefit as well as to our 
own. Product planning can be based on a broader foundation, and 
it can be geared directly to agricultural research. Sales office, 
warehouses and shipping facilities can be operated more efficiently 
and with true savings. Our salesmen can cover the market more 
adequately with a broad line of products. We are in a position now 
to establish even more firmly the name of Monsanto as a basic 
producer of farm chemicals. 


How We are Organized to Meet the Challenge 


Our Division is headed by a General Manager who is a Vice- 
President of the Corporation. Serving under him and reporting 
directly to him are six directors, each heading up a major function 
within our Division. These include the Directors of Research, 
Engineering Administrative Services, Manufacturing, Development 
and, on an equal level, the Director of Marketing. 

Each of us coordinates our activities with the activities of our 
counterparts; all of us working as a team to identify the farmer’s 
problems and to seek products which, originating in Research and 
advancing through Development, can solve these problems. Engi- 
neering builds the plants to produce the products; Manufacturing 
operates the plants, and we of Marketing take the products of the 
plants to the farmer. Our Administrative Services group handles 
our personnel, economic and accounting functions, 

Immediately below my position as Director of Marketing, our 
sales channel divides into three main streams. Wehave a Director 
of Sales for Field Operations, who coordinates and directs the 
functioning of seven district sales offices—at El Dorado, Ark., 
Atlanta, Ga., Cincinnati, Ohio, Luling, La., New York City, St. 
Louis and at Santa Clara, Calif. To each field office are assigned 
staffs of field salesmen. Each has a territorial assignment within 
his district, and each sells our full line of agricultural chemicals. 
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On a parallel with our Director of Sales for Field Operations is 
our Director of Sales for Target and Executive Accounts. He 
coordinates and manages our Target Account Program and has 
personal responsibility for sales to several large customers. 

The third position at this level is our Director of Sales for 
Product Management, who is backed by three Product Managers 
and a Distribution Manager. There is a Product Manager for plant 
foods, for feed and specialty products, and for pesticides. Serving 
under each Product Manager are Product Supervisors, who provide 
technical service and the sales spark for individual products or 
groups of products. Marketing research is a vital and integral 
part of the sales operation. Our product people, for example, 
maintain both current figures and projections on production, sales 
and consumption for each product or market of concern to us. The 
Product Managers originate sales plans, develop sales goals and 
prosecute the selling effort from our Divisional Headquarters on 
out to the field. 

Our organization is not unique. As in many other companies, 
our District Managers and our Product Managers are on the same 
level on our organization chart. It is our feeling that a large part 
of the success we are enjoying stems from the degree of coopera- 
tion existing between them. This is high because, organizationally, 
they find that they must depend, mutually, upon each other. Thus, 
we find the Product Managers competing with each other for the 
time and effort of the District Manager and his field salesmen. 
Conversely, the field salesmen and District Managers are com- 
peting with each other for help from the Product Managers—for 
technical service and for outright sales assistance. 

I am proud that we have an extremely able, eager group of 
people manning our sales programs. Each man is experienced in 
his product field, and all of them are displaying ingenuity in their 
efforts to move our products more efficiently. Undoubtedly, our 
competitors will agree that we are not bound by traditions or for- 
mulas in our methods, 

In addition to these line echelons, our Marketing Services 
group reports directly to me as Director of Marketing, an arrange- 
ment which gives us maximum control and flexibility in such no- 
longer-routine processes as order handling and billing. We are 
able, through electronics, to operate our ordering, delivery and 
billing procedures on strictly a current basis, handling each day’s 
business within that same day. 

It may surprise you to know that we also are attempting to put 
Advertising and Sales Promotion on a current basis, too, insofar as 
is possible. Here again, our Advertising group reports directly to 
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me, and decisions can be made quickly. Thanks to the fact that we 
have extremely fast reporting from the field, we feel that we can 
develop our promotional activities to the point where special cir- 
cumstances in a given area can be met by special promotions, 
This will enable Advertising and Sales literally to walk hand-in- 
hand on a day-to-day basis to meet problems or to capitalize upon 
profitable opportunities. I know of no type of marketing in the 
business world today where advertising and sales promotion can 
make a greater contribution to specific sales objectives than in 
agricultural chemicals marketing. Similarly, and in all frankness, 
I know of no area in which fewer specific accomplishments can be 
claimed to date. 

Agricultural progress in the future will relate very directly, 
for example, to the degree to which the farmer can be ‘‘educated’’ 
to new concepts and practices. This, in our organization, can be a 
job of sales promotion, for stated in another way, we can use the 
arts of sales promotion to sell profitable new concepts and prac- 
tices. We feel this action, and it can be a very positive action, 
this advertising and sales promotion, can equip our salesmen (and 
the salesmen of those who sell our products) with tools to inform 
and to encourage the farmer who needs the benefits of our products 
to survive. At each and every point in the marketing chain, we 
feel that this tool of marketing—honorably and constructively 
employed—can be a mover. 

Let me stress to you that our organization is by no means lim- 
ited to a ‘‘we make it and you buy it’’ product relationship with the 
farmer. Agriculture’s most radical new innovation is the growing 
technical savvy of the farmer. Because of the regional nature of 
many crops, most farmers are becoming crop specialists and, as 
they specialize, their fund of technical knowledge is growing. By 
no means is the cup full, however, for scientific advances in farm- 
ing, especially in chemistry, are developing so fast and to so high 
a level that there always is more for the farmer to know. 

As John Gillis put it recently in discussing the creation of our 
Division: ‘‘Discovering new agricultural chemicals will not be 
enough for us. Designing plants and making the products will not 
be enough. Only when our products are channeled into the farmer’s 
hands, at reasonable cost... and only after the farmer has been 
shown how to use them profitably ... will the objective of Mon- 
santo’s Agricultural Chemicals Division be fulfilled.”’ 


How Successful Has Our New Organization Been? 


Our latest complete sales figures cover the first five months of 
this year—our first five months of formal operation as Monsanto’s 
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newest Division. Overall sales for all our products were 14 per 
cent ahead of the same period last year. And, at the same time, 
overall selling expense was some $346,000 less than the Organic 
and Inorganic Divisions spent during the same period last year. 

One of our products, responding to the fact that its sales effort 
for the first time could be planned, organized and executed sys- 
tematically and in concert with our other agricultural products, 
soared to 153 per cent of its budget in this three month period. 

As I said earlier, we feel that our new baby is healthy—glow- 
ingly so. But, like all babies, this one will grow and mature in the 
years ahead... and I need not remind you that ‘‘growing up’’ is a 
process of change. 

We now have 55 separate items on our product roster. This 
year, we expect our gross sales to exceed last year by about $8- 
million. Our projections for 1965 show firm expectations for the 
addition of more than $14-million in new income to come from new 
products to be introduced between now and then. With good spirit, 
with the resources and skills of all Monsanto behind us—and with 
our present single-purpose organization as a foundation upon 
which to build—we’re already plowing ahead. 


7. GEARING ADVERTISING AGENCY 
SERVICES TO THE CHANGING 
FARM MARKET 


H, Hodgson* 


Farmers are becoming fewer in numbers and larger in aver- 
age size thus are oftentimes now buying direct rather than 
from existing dealers. Farmers are not only farmers but 
businessmen and technicians as well. They are also more 
intelligent than many of us give them credit for. To com- 
municate with the farmers advertising must be forthright, 
specific, informative, local, current, and above all, be- 
lieveable. Advertising men serving the farm market must 
not only be knowledgeable in advertising but also in 
agriculture. 


UR part of the farm picture—as an advertising agency—is 
mass communications. We talk to people. And so, I would 
like to translate some of the statistics into terms of people. 

Let’s look at the man we must talk to. You have heard that, 
each year, there are fewer farmers and bigger farms. In human 
terms, that means that this man, an average American farmer, is 
farming more than 300 acres this year... half again as much as 
he did ten years ago. If he’s a cattle farmer, one out of six of his 
beef producer friends has gone out of business in just the last five 
years. One out of ten hog farmers is gone, one out of three dairy 
farmers and one out of three egg producers is gone, 

But those that are left, with bigger acreages and better farming 
methods, are raising 25 per cent more cattle, 40 per cent more 
hogs, 15 per cent more dairy products and 8 per cent more eggs. 
This man and a great many more like him are making more money 
than they did just five years ago. There are 36 per cent more of 
them in the $10,000 and up class. 

This man has a fine physical plant which is two-and-a-half 
times more valuable than it was ten years ago. It includes modern 


*E, H. Hodgson, President, Aubrey, Finlay, Marley & Hodgson, Inc. 
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farm machinery, fine buildings, and a growing array of labor 
saving materials handling equipment. His livestock is pure bred 
and his crop-raising methods are the very latest. He’s a student 
of such varied and highly technical subjects as chemicals, plant 
food and animal health. He is also—because he must be —a good 
pookkeeper. And, since he sells his own finished products, he is 
a close student of all kinds of markets — grain, livestock and even 
stocks and bonds. Chances are he and his family live in a beauti- 
ful modern farm home. But, political speeches to the contrary, he 
does not operate a ‘‘family farm’’ in the old sense of the word. 
He’s a factory manager, business man, technician. In short, he’s 
quite a man —one that you neither treat lightly nor talk rubbish to. 

Before, I talk about advertising agencies, and what they must 
do to communicate with the modern farmer, I’d like to comment 
briefly on another communicator—the retail dealer. The farm 
market distribution system, as it exists today, may be in trouble 
because of the progress and growth of the modern American 
farmer. The farmer is becoming less and less interested in the 
dealer who simply keeps a stock of goods on hand and hauls them 
out to the farm when they are needed. He’s becoming a big enough 
buyer to pass over the dealer, just like any good factory purchas- 
ing agent would, and buy direct, if the dealer has no useful service 
to provide. 

Let me illustrate the point. If you are familiar with livestock 
farming some years ago, you will remember that some feed sales- 
men were part ordertakers and part salesmen. They certainly 
weren’t animal nutrition experts. They could bone up on the com- 
pany literature and get by. But the feed representative who goes 
out today to talk to a farmer who is finishing out 200 head of 
cattle has to know a lot more — about grains, formulas, antibiotics, 
and many other subjects. He had better know more than his well- 
informed feeder-customer, or he will be on his way to the ranks of 
the unnecessary. 

The situation is even rougher in the newer areas of modern 
agriculture, such as the wonder chemicals for weed and pest con- 
trol. Here, the hurdles between product benefit and consumer use 
are so complex that consumers need constructive help at the 
retail level. Some retail folks are finding out what their customers 
need to know, and are doing something about it. 

I simply submit for your consideration that the retailer or 
distributor must supply a service commensurate with his mark- 
up on the goods which he sells, if he expects to do business with 
the modern farmer. 
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Advertising to the Farmer 


Now, to the subject of mass communications, as created in 
print and on the air, by advertising agencies. How can advertising 
talk to the business man-farmer-technician? How do we capture 
the attention and initiate action on the part of the ultimate farm 
customer? How do we help all retailers? 

All communications which go from the manufacturer to the 
farmer must have six basic ingredients. And when I say commun- 
ications, I mean all kinds —print, radio, television, direct mail, 
literature, sales training material, etc. In talking to a farmer, 
you have to be forthright. He’s a hard guy to kid and clever copy 
is a good bet to boomerang. I’m reminded of an ad on a new 
tractor which I saw recently. We didn’t write it, but it illustrates 
the point. The copy qu@ted a farmer who was talking about his 
new tractor. The copy ran something like this. ‘*‘My new tractor 
costs me 21 cents more an hour to operate than my old one,’? (in 
yesteryear this statement would be akin to swearing in church), 
‘‘but the additional work we are doing is worth $1.60 more per 
acre.’’ In my opinion, that forthright statement caught more 
readers and produced more prospects than any general statement 
about fuel economy could have done. Yes, be forthright with the 
modern farmer, but in your forthrightness be something else, too, 

Be specific. 

Be informative. 

Be local in your copy research, 

And, by all means, be current in your message. 

Remember this is a changing market, 

I’d like to explain these four premises with some examples. 
With your indulgence, I’ll draw from our own agency’s experience. 
First of all, I said be specific. Here’san ad that one of our client’s 
ran a number of years ago. Sure, it’s corny. Everything looks 
old-fashioned after it gets to be a few years old. The point that I 
want to make is in the days that this ad was run—and it did an 
adequate job— general copy that would just catch the farmer’s eye 
and identify the feed manufacturer was sufficient. The reader- 
ship was very high on this ad, actually. But it wouldn’t get to first 
base today. 

Now farmers are scientific feeders. They have to know 
specifically what the product will do for them. Here is the kind of 
an ad that gets the readership and the action today. Note that the 
headline shows that you not only make money, but how much money, 
the product makes the reader money, It’s specific. 
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Only a few years ago, hybrid corn was something of a novelty 
in the progress of farming methods. This ad, run a few years 
back, is very general, as you can see from the headline, and the 
copy is more of the same. It interested farmers in hybrids at a 
time when they needed to be interested, and it identified the 
grower. But, hybrids are accepted today. The question in the 
farmer’s mind is what can any given hybrid seed do for him. 

The new ad gets attention today. Everybody knows that hybrids 
increase yields, but this ad tells them how much, The copy goes 
on to explain how the University of Kentucky accomplished the 
specific record featured in the headline. Again, it’s specific. 

I said a moment ago that advertising to the farmers today has 
to be informative. Here’s what I mean. 

A disk harrow may not seem like much of an item in a farmer’s 
galaxy of equipment, but bear in mind that he’s going to spend for 
this harrow about what you would spend for a medium-priced boat 
with outboard motor and trailer. I’ll bet you would want plenty of 
information if you were buying a boat. The farmer is doing the 
same thing when he buys a disk harrow —he wants to get all the 
information he can about what that piece of equipment can do for 
him. Yes, you must be informative —as well as specific —to be 
read today in farm advertising. 

My next ‘‘must’’ is that you be ‘“‘local’’ in your advertising 
copy. Let me illustrate. A few years ago, we advertised complete 
lines of machines in ads across the country. It was the theory — 
and it had substantiation in fact and in readership reports —that 
the farmer liked to look at all you had to offer in the way of prod- 
ucts, It did not seem to make much difference whether all the 
machines had application in your territory. He figured that if you 
had a versatile line, with plenty of models, you must know how to 
build combines. 

No longer is the farmer primarily concerned about the manu- 
facturers bigness or his versatility. What can a given machine do 
specifically for him on his own farm? We used to prepare one ad 
on a line and place it across the country. Now we have eight, nine 
or ten ads matching the specific problems and featuring the specific 
machines used in the state or regional area in which the ad will 
run. This is what we mean by ‘‘local’’ slanting in ads, even 
though they may be run in more or less mass media. 

You will remember that another ‘‘must’’ in effective farm 
advertising was to emphasize the fact that it must be current —on 
top of farm problems and local conditions. For a number of 
years, we have carried a year around schedule of radio for a num- 
ber of clients, This is not a spot program. We buy market, 
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weather, news, or farm service programs ranging from five 
minutes to a half-hour in length, and from three to five daysa 
week, On these programs, we feature local Radio Farm Directors, 
The personality and the program are usually well-established 
before we buy in any given market. The commercials are just a 
part of the marketing punch. 

Radio Farm Directors are contact men in the field. If unusual 
weather conditions affect the pattern of, say, hay machine sales in 
the Nashville, Tennessee, area, old John McDonald of WSM in 
Nashville is on the telephone right now, telling us what’s happening 
and what we should say in our copy to solve the immediate prob- 
lems of the farmers in his listening area. And believe me when 
old John, like his 150 counterparts across the country, tells his 
listeners that the way to get that wet hay handled fast is to use the 
big capacity of a McCormick Baler, they listenand act. This is the 
local message put to its most effective use. 

There you have the basic elements of mass communication— 
advertising —that we have found effective in today’s changing farm 
market. As the farm market changes, those basic elements 
become more and more important. And it is the advertising 
agency’s duty to make sure that they are a part of communications 
in the farm market. However, all these elements would be wasted 
if they weren’t capped by the favorite talking point of all our 
critics — believability. 

The farmer is one of the most realistic, rational and cynical 
man in America today. He has to be to stay in business. You had 
better make your stuff believalbe when you’re talking to him. You 
can be strong in your claims, but you’d better be right. That’s not 
always easy, and I’d like to cite an instance to make the point. 
About three years ago, International Harvester initiated a buying 
program which was not particularly new, in that other companies 
in the industry were doing about the same thing at the same time. 
It was called the Early Trader’s Bonus program, and was con- 
ceived to alleviate a problem that had been badgering the industry 
since farm machinery was first sold. Farmers seldom buy any- 
thing until they need it, and in the case of machinery, this meant 
the day before they expected to go into the field. 

This caused plenty of problems for everybody involved. Fac- 
tory production schedules and labor requirements could not be 
scheduled accurately —there were either too many machines or too 
few. Dealers could not adequately assemble and adjust machines 
being delivered to farmers —if the selling season was heavy —and 
they could not recondition and prepare trade-ins for resale the 
same year. Farmers worried about taking delivery on machines 
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that weren’t properly adjusted during the rush. Sometimes 
deliveries were late, or were never made. But they still wouldn’t 
buy early because, they reasoned, ‘‘Why let the big companies work 
on my money 

The program developed was an attempt to change the buying 
habits of the farmer and, as a result, benefit everybody — factory 
workers, manufacturer, dealers, and farmers. Briefly, itrevolved 
around the fact that the farmer could buy a machine months ahead 
of the season of use, turn in his old machine in trade, and collect 
six per cent interest on the trade-in value, plus the down payment, 
from the time he signed the order until he took delivery. I think 
you Will recognize that it was a sound idea, based on a real prob- 
lem, with potential benefit for all. But sound ideas, especially 
when they are primarily financial, are not always so easy to sell. 
They can be real tough to put in print or on the air. Our first 
efforts were frustrating. We were straight-forward. We were 
informative, and we were current. We were “‘local’’ in our copy. 
Our ads didn’t do too badly, but they didn’t set anybody on fire. 
We knew we lacked specifics, but when we got specific, we ran into 
trouble on believability. But worst of all, you just can’t make 6 per 
cent interest into a living thing that catches readers. One day 
somebody said, ‘‘The only way we can be specific is to let the 
farmers themselves tell other farmers what they gained from the 
program. They’ll believe it then.’’ The readership experts shook 
their heads and pointed at the record. In the past, testimonial 
advertising to farmers, by and large, hadproveda pig in the poke— 
good case histories were hard to get. They were tough to use and 
still be ‘‘local.’? The farmer in Pennsylvania didn’t care what a 
farmer in California thought and vice versa. 

Dr. Robert Miller, head of our research department, wisely 
Suggested that we had a peculiar problem that might bely the 
record, and we’d better go out and get the answers. As a result, a 
copy testing project was launched to compare the effectiveness of 
company versus owner speaking about the benefits of Early 
Trader’s Bonus. Dr. Miller’s results were conclusive. The 
specificity of testimonial advertising, in this case gave us believ- 
ability, plus a_ self-identification between reader and farmer 
speaking that was exciting. 

We got our stories by sending six men more than 5,000 miles 
to interview 50 farmers in one week. They came back with the 
Stories we needed, and the result was a 12-page ad in Farm 
Journal, regionally slanted in the various editions of the publica- 
tion, Here were farmers telling the story to other farmers, and 
believing. The results were phenomenal. I only wish that we 
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could give you confidential figures on the sales which resulted, | 


The situation serves to illustrate that a responsible advertising 


agency, working to communicate with the people who buy in the | 


changing farm market, must be specific, informative, local and 
current, 

Of course, good agricultural advertising today needs a high 
degree of creative skill, plus a solid factual background. You’re 
talking to quite a man—Mr. Farmer—and you’d better be sure 
that you know him before you start writing to him. 


The Function of the Agency 


What does it take to produce this kind of agricultural mass 
communication in an advertising agency? I’ll guarantee you that 
it’s not all included in the basic concept of the 15 per cent com- 
mission. If I may, I’d like to take a few moments to show you how 
we have marshaled the necessary resources and a program to 
get the job done for our eight clients who are selling exclusively 
to the farmer market. 

First, of course, is the manpower, the men with the type- 
writers. We must have men who not only have an intimate know- 
ledge of agriculture, but who have a certain indefinable dedication 
to farming. We depend on men who had been raised on farms, or 
educated in agriculture, but who are also good professional adver- 
tising men. We must have men who represent all the agricultural 
regions of the country, with their multitude of methods, outlook 
and farming practices. We must have men who have not burned 
their bridges behind them when they left the farm, for we cannot 
tolerate the man who answers a question by saying, ‘‘Well, when 
I was back on the farm...’’ We look for that rare triple-threat 
man who can: (1) hold his own with the client; (2) write good copy; 
and (3) go out in the field to get his own answers from the people 
to whom he is writing. It has been quite a job, and we have been 
12 years in the process. We are still building and will always 
continue to build the team with men of this type. Today, we have 
34 such men —we call them our Ag-vertising team. 

I’m a farm boy myself and they call me their ‘‘fearless 
leader,’’ which I’m not sure is good or bad. But, I’m the first one 
to admit that when I get into an argument with any group of them 
over the solution to a mass communication problem in agriculture 
I’d better know what I’m talking about or keep still. But, back- 
ground isn’t quite enough as the title points out— ‘‘Gearing Adver- 
tising Services to the Changing Farm Market.’’ As a farmer 
pointed out recently in a discussion with one of our men, the 
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answers I’m giving you today would have been different 30 days 
ago. We just can’t turn our backs for a moment, or we may lose 
sight of the people we want to talk to and their problems. 

A case in point is the feed grain bill passed by the new admin- 
istration. We not only had to know what the bill was, we had to 
know what farmers were going to do about it. They talked to 
farmers coming into the major stockyards. They attended the 
county meetings where farmers were gathering to sign up for 
compliance and checked information sources at the Department of 
Agriculture. In a few short days these men had a reading on all 
aspects of the bill and its effect, particularly upon our clients’ 
business. A briefing session was held to bring our farm staff up 
to date, and they in turn took the story to our clients. 

Such special projects are just a part of a year round program 
of keeping close to the farm market. Last year is typical. Our 
creative men traveled 141,684 miles to keep posted. They talked 
to 445 farmers and 241 dealers and distributors. They attended 
87 conventions and meetings devoted to the improvement of farm 
practices, agricultural research, advertising, and marketing. Bear 
in mind that the men who hung up this record were the men who 
came back and sat down at their typewriters to knock out the copy. 
This is what we believe is necessary to plan and to produce effec- 
tive mass communications in agriculture today. 

As the men before me have pointed out, our market is moving 
from the family farm to a business operation. It’s a market that 
is going to force some drastic soul searching among the manu- 
facturers who build products and the people who man present 
distribution systems. It’s a market that will be drastically 
affected by the population explosion. Its geographical area of 
operation will be squeezed, but its productive ability, based on the 
findings of science, will tower higher and higher. Our monolithic 
government farm subsidy programs, designed to preserve the mar- 
ginal, inefficient farmer, will in the course of time give way to the 
facts of life and the advance of agricultural sciences. Beltsville 
will eventually beat Capitol Hill. In my opinion, agricultural 
technology has already out-distanced the consuming capacity of 
America, but that is temporary. Perhaps more serious to us here 
today is the blunt fact that it has out-distanced many of our present 
day marketing systems. 

Don’t under-estimate the farm market. Don’t sell it short 
and don’t relax in the thought that the perfect advertising and mar- 
keting solution of today will be effective tomorrow. And, most im- 
portant of all, don’t under-estimate the ability, the vision, or the 
drive of the modern American farmer. In my opinion, he’s twice 
the man we think he is. . .and we’d better be good to get along 
with him, 
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Part Two 


COORDINATION WITHIN THE 
MARKETING SEGMENTS 


B. Banking and Finance Marketing 
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8. CUSTOMER ANALYSIS, 
A PROFIT BUILDING TOOL 


Robert C. Bowen* 


An analysis of customers is essential. The costs involved 
are overcome by the profit generated. The problems in- 
volved can be overcome if the analysis is broken down into 
workable parts. Banks themselves can review customer rec- 
ords and derive a sample from them, secondary data can be 
used to obtain information for trade area analysis, and re- 
search firms can be hired to determine customer needs, 
habits, and attitudes. Such a procedure will enlighten 
management to the market for financial services. 


T would be safe to assume, I think, that today’s highly competi- 

tive conditions have led you to a point where you recognize the 
possibility that market research might be useful to your organiza- 
tion as a management tool. It is quite easy to see that competition 
today isn’t as we once knew it. In recent years, it has been made 
increasingly complex by the growing number of institutions seek- 
ing the same dollars that may be distributed in many ways for all 
kinds of goods and services. 

Day-to-day decisions, under these competitive conditions, pos- 
sibly have proved to be less than reliable when they are based on 
“‘suesstimate’’ and surmise. And, more than likely, you’ve found 
that decisions relating to future growth and development are all 
but impossible without a thorough knowledge of the needs, habits 
and attitudes of your present and potential customers. Costs, too, 
probably played a part in getting you to the point where you’ve 
considered market research. With seemingly ever-increasing 
costs, you simply cannot afford the non-productive effort which 
often results when, in the absence of market data, you are forced 
to ‘fly by the seat of your pants.’’ 

Recognizing these points, and realizing that growth cannot be 
taken for granted, you conclude that if your organization is to 


*Robert C, Bowen, American Bankers Association. 
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grow, gain prestige, meet changes in customer demand, make a 
profit and be able to plan for the future, it will have to be with the 
help of ‘reliable customer and market data. But starting to gather 
reliable customer and market data, particularly for a firm start- 
ing from scratch, presents many problems, There have been 
those who gave up when they discovered these problems. I cannot 
deny their existence. And, to be completely honest, I must admit 
that the problems involved are intensified when the organization is 
one that has just recently become customer and market oriented, 

It would be untruthful to imply that there aren’t some costs in- 
volved in starting a program of this type. As we know business 
life today, only the foolish would believe that you can get some- 
thing for nothing. This all boils down to two questions: Are the 
problems involved insurmountable? Are the costs prohibitive? 
My answer to both questions is ‘‘No.’’ You would, of course, ex- 
pect me to say this because I’m in the business. However, I think 
I can defend my answer by pointing out numerous instances where 
market research has been used to increase profits. But, to be 
more specific about costs, they are, of course, relative to the 
size and the complexity of the job to be done. In any case, no mat- 
ter what market research costs, the resulting increased profits 
should more than justify the expenditure. Where this is not so, 
market research has not been properly utilized. 

As far as the problems involved in starting a market research 
program are concerned, they become much less formidable when 
market research is broken down and dealt with in terms of its 
component parts. There are many such breakdowns, and for each 
of them there is a school that will argue heatedly for its merits. 
It would be a waste of your time to discuss the relative merits of 
the various breakdowns here. Instead, I would like to propose a 
three-phase approach toward establishing a market research pro- 
gram that should be within the means and capabilities of most any 
organization. 

The first phase is the analysis of internal customer records. 
The second is the analysis of the trade area you serve, and the 
third is the analysis of the financial needs, habits and attitudes of 
your present and potential customers, 


Analysis of Internal Customer Records 


Internal customer records, such as ledger sheets, loan appli- 
cations, credit files, signature or history cards, contain a great 
deal of valuable and useable customer data. An analysis of these 
records will provide information about your present customers 
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and serve as a base for determining the characteristics of your 
potential market, Step-by-step procedures for carrying out such 
an analysis have been outlined in a recent A.B.A. publication, 
CUSTOMER ANALYSIS—A PROFIT BUILDING TOOL, Detailed 
instructions for: selecting a reliable sample of accounts; collect- 
ing customer data; tabulating, analyzing and interpreting collected 
customer data; and reporting research findings to management and 
to the board of directors are contained in this booklet. 

In customer analysis, the first step is selectinga reliable sam- 
ple of accounts for analysis. The sampling procedure outlined in 
the booklet was designed in such a way that statistical training is 
not required for constructing an appropriate sample from either a 
large or a small number of accounts. Using the alphabetic seg- 
ment sampling technique, sample size may be varied by using dif- 
ferent, predetermined, randomly selected alphabetic segments. 
This technique permits many analysis possibilities beyond simply 
determining the characteristics of customers using one service. 
Once this sampling technique is adopted, its flexibility will be- 
come apparent, 

Collecting data contained on sample account records is done 
on customer data cards. The examples shown in the booklet may 
be reproduced and used as shown if internal records contain all 
the information called for. Provision is made for collecting cus- 
tomer age, Occupation and income data which, if available, will 
increase the usefulness of customer analysis. If age, occupation 
and income data are not available, you can still get enough infor- 
mation from existing customer records to warrant customer anal- 
ysis. However, you might want to consider adding these items to 
your new account form. A suggested new account form is shown 
in CUSTOMER ANALYSIS, 

Procedures for the related steps of tabulation, analysis and 
interpretation are presented independently in CUSTOMER ANALY- 
sis so that they can be more easily followed. As was the case 
with sampling, the procedures outlined for tabulation, analysis 
and interpretation require no previous experience for their use. 
Research reports can take many forms, ranging from informal, 
oral presentations to formal, printed documents. However, the 
important point: here is that unreported research findings are of 
little value. Management and the board of directors must have a 
clear statement of the research results if they are to translate 
them into management action. 

CUSTOMER ANALYSIS contains several examples of the types 
of information which can be obtained from studying customer rec- 
ords, And, each example shows how the results of research were 
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put to work by management. One bank found that what it thought 
was a Sizeable share of the market turned out to be disturbingly 
small. A stepped up advertising, promotion and public relations 
campaign resulted. Another bank found a lopsided distribution of 
urban and rural customers. This resulted in a re-allocation of 
the advertising budget. Still another bank found that multi-service, 
large balance accounts had a tendency to terminate their rela- 
tionship with the bank. Armed with this information, the bank 
started a program of personal calls to strengthen customer rela- 
tions. 


Analysis of the Trade Area You Have 


You can see by these examples that data derived through cus- 
tomer analysis has an immediate use; however, its usefulness is 
enhanced when coupled with the second phase, trade area analysis, 
An analysis of your trade area can be accomplished by studying 
secondary source material. The Census, for example, may be 
used to get a great deal of trade area market data. Also, many 
local sources, such as utility companies, chambers of commerce, 
planning boards and tax commissions, maintain valuable trade 
area data. 

Through customer analysis you learn about those customers 
who use your services. Through trade area analysis you learn 
about the entire population of which your customers are a part. 
The trade area population minus your customers equals your po- 
tential market. This may sound elementary, but let me ask youa 
few questions: How many people living in the upper income sec- 
tions of your trade area use the services you offer? Do you know 
your potential market in these areas? Or, what is your potential 
among the professional and technical population in your area? 
Customer analysis, coupled with trade area analysis, answers 
questions such as these—plus many more. But, unfortunately, 
there is one question about customers that neither will answer, 
and that is ‘‘WHY??’’ 

Internal records and secondary sources of trade area informa- 
tion can’t teli you why customers behave as they do. Only the 
customer can tell you his reasons for behaving as he does, pre- 
supposing, of course, his willingness to tell you anything at all. 


Analysis of Your Present and Potential Customers’ 
Needs, Habits and Attitudes 


Until now, the research you’ve done has not disturbed the cus- 
tomer. He wouldn’t have any reason to know that you were 
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analyzing your internal records or collecting data on your trade 
area. But, in the third phase, the analysis of customer needs, 
habits and attitudes, you have to go directly to the customer. 

My suggestion is that you employ a market research firm for 
this phase of the program. Skilled market research technicians 
should be used for designing population samples, constructing 
questionnaires, and analyzing and interpreting attitudinal re- 
sponses. Such a firm would employ professional interviewers to 
carry out the study in such a manner that, even though he is con- 
tacted directly, the customer would not connect his being inter- 
viewed with your organization, 

When you combine information gained from your customer and 
trade area analyses with the results of your attitudinal study, you 
should be in a sound position to develop marketing plans for ex- 
ploiting your organization’s market potential efficiently, econom- 
ically and profitably. 

The development of a marketing plan, however, is not the end 
of the road. A market research program should be continuous, 
because it is only through a continuing program that management 
can fully evaluate its market performance. This is essential. 
Only through a continuing market research program can manage- 
ment remain alert to current trends that shape tomorrow’s mar- 
ket for financial services. 

In closing, I’d like to clear up one misconception held by many 
people who are new to market research—namely, that market re- 
search is a substitute for management training, experience and 
judgment. THIS IS NOT SO. Utilized properly, market research 
supplements training, experience and judgment. It cannot be ex- 
pected to do the whole job. The proper function of market re- 
search is to narrow the area within which executive judgment 
must rely on intuition alone by providing a foundation of facts for 
major decisions, 
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9. EFFECTIVE MARKETING DATA 
FOR ESTABLISHING BRANCH 
OR UNIT OUTLETS 


John D. Herbert* 


The continuing shifts in population and the increasing need 
for banking services places even greater emphasis on the 
proper location of a banking facility. Location analysis 
must be made on the basis of what you need to know and 
also what data is needed by the government. Effective 
marketing data provided either by a research and develop- 
ment section of the bank or by an outside firm is essential 
to evaluate a proposed site. 


ANKERS find themselves catering financial service to three- 

fourths of the country’s total adult population. If we put to 
wise use the good tools of Customer Analysis that Bob Bowen, of 
the American Bankers Association is supplying—in the future we 
should be serving most of this nation’s grown-ups. If we are to 
best serve the public at large, we must find and analyze these new 
and growing and mobile families in their environment, 

Our most recent census and survey of business clearly por- 
tray a continuing shift of emphasis in the geographic location and 
relationship of residences and business enterprises. If we look 
about us we find the increasing demand for consumer goods and 
services being met with more outlets, strategically placed in new 
suburban centers or free-standing highway locations, throughout 
American suburbia. If the filling-station, super-market or spe- 
ciality shop can go to the more efficient, customer-oriented site 
for its expanding business—why shouldn’t banks (or any financial 
institution, for that matter) go with them? The answer is obvious 
—we should be a part of any new development that offers us a 
profitable opportunity to meet a genuine need. 


*John D, Herbert, Director, Research and Development, First National Bank 
of Arizona, 
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Shall we proceed with a conviction that many opportunities do 
exist for new outlets and in the realization that a consumer finan- 
cial service fills a positive and beneficial public need? 


Reasons for Market Information 


There are myriad good arguments for obtaining the best possi- 
ble marketing data prior to opening a new financial office. Con- 
sider these three simple but persuasive points that dictate careful 
market considerations: 


1. Banking is a regulated industry (as are most financial 
services). If a new outlet project is purely an ill- 
conceived idea, or if the information given the authori- 
ties in support of the branch application is weak 
and/or poorly presented—The Comptroller of the 
Currency or the State Superintendent of Banks (or 
other regulatory office) may reject the application 
period. 


2. Should we fail to select the right location to properly 
serve an area’s residents and businessmen, the po- 
tential customers will exercise their just discretion 
and literally stay away by the thousands. This can 
spell doom, not only for this particular office, but al- 
so hindering the development of future possible out- 
lets by its poor performance and financial drain. 


3. Regardless of reason or excuse, if the new office does 
not become profitable in a reasonable period of time, 
the stockholders, depositors and management are all 
going to be most unhappy. 


This conference has adopted the theme ‘‘Effective Marketing 
Coordination.’? I would apply that slogan in discussing the ap- 
proach of The First National Bank of Arizona and our parent com- 
pany, Western Bancorporation, to the problem of branching in the 
growth-conscious West, The same basic approach applies here in 
the twelfth Federal Reserve District where branch banking is so 
prevalent or in any unit consideration elsewhere, pursued, inde- 
pendently or by a holding company. 

Let us then consider what data is necessary to reach a deci- 
sion to establish or not to establish a branch outlet. 


f 

| 

| 

| 

| 

| 

| 


80 EFFECTIVE MARKETING COORDINATION * 


The Facts Necessary to Reach a Decision 


The growing competition and changing practices in the con- 
sumer financial field, would lead any conscientious executive in 
such a business to carefully study the possible effect of adding 
another outlet or unit to his corporation or group. 

We’ll assume that the president of a commercial bank has been 
reading the interesting statistics which reveal that although com- 
mercial banks held 56 per cent of the total assets of all financial 
institutions at the beginning of this century their position in this 
category has now severely declined to a current 30 per cent. Or, 
he may somberly reflect that by the end of this year there will be 
more credit unions in existence in the United States than total 
commercial bank offices and that credit unions have far out- 
stripped commercial banks in their rate of deposit and loan growth 
over the past five years. Too, it could be that he’s been troubled 
lately as he reads the periodic analysis of his bank’s declining 
share of the local market. Perhaps he’s just anxious to remain 
the leader in his field and area. By some such reflection or com- 
bined reaction, comes the decision and order: Check the potential 
for a new branch. 

In planning a branch potential review, the direction should be 
from the general to the specific. This means our first step would 
be to develop a list of all possible service areas that lack banking 
outlets, are seemingly underbanked, or appear to be growing ata 
significant rate to merit at least initial consideration. With such 
a basic list, plotted existing competitive offices, and a review with 
authorities of pending applications, we proceed to undertake Pre- 
liminary Investigations. 

Three basic market factors form the basis of investigation at 
this state: 


1. Population. Using the census, post office, municipal 
or other source, determine the number of people liv- 
ing and/or working in an area for which this would be 
the most convenient bank outlet (or most convenient 
outlet for your bank). 


2. Commercial Activity. Get the number of business and 
professional enterprises, employment and particular- 
ly the growth trends including future known develop- 
ments. This information is obtained from your own 
files, credit contacts and through an actual field check. 


3. The Competitive Situation. Study existing outlets— 
yours and competitors and obtain business volumes 


| 


it 


DATA FOR ESTABLISHING BRANCH OUTLETS 


and trend from Federal Reserve (county data), clear- 
ing house, direct, or by calculated estimates, On the 
basis of your experience, does there appear to be an 
opportunity to develop a profitable branch? Is the sit- 
uation lacking in potential? Or should this one defi- 
nitely be ruled out for the moment. 


Generally, these are the basic items that spell success or 
mediocrity for a branch. Having culled the total universe of pos- 
sibilities (Such considerations as capital, personnel, and distance 
from existing operations might also limit your. consideration) se- 
lect a group that quite obviously deserve further study. This could 
mean one or two or a dozen potential locations—let the facts dic- 
tate at this point. With this select list, we would then begin a 
Comprehensive Review of each, keeping in mind: What manage- 
ment needs to know in order to make the most intelligent decision, 
and; What data is required (and important to) the ruling govern- 
ment agency. Quite logically, management and the examiners will 
demand much of the same or certainly similar information. The 
final report should fully satisfy both. 


The Comprehensive Market and Economic Review 


This should be a completed piece of staff work, carefully com- 
piled, logically organized (for those who use it) and attractively 
packaged and presented. Our usual report is about 30 pages, 
lightly bound and labeled. Its contents include: 


An Introduction —to what and why. 

A Statement Regarding the Ability of our Bank—to proper - 
ly absorb the proposed office into the system. 

Detailed Population Figures—primary area, general area, 
city, county; age groupings, incomes. 

Stated Need—for public requirements; to protect existing 
business; to relieve overcrowding elsewhere. Results 
of consumer survey. 

Existing Business —deposits and loans held in other of- 
fices from area (perhaps a 10 per cent sample of 
nearest offices). 

Anticipated Business—based on ‘‘model’’ developed from 
combined data of applicable existing offices and gen- 
eral experience. Profit-ability based on estimates. 

Costs—probable expenditures involved in developing of- 

fice to meet calculated needs. Options, lease or buy. 

Detail on planned (required) facilities. 
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Specific Site(s)—available; likely terms. 

Area Market and Economic Data—number and type and 
employment by enterprise group, payroll, traffic flow 
—vehicle and pedestrian, construction activity, tax 
collections, assessed valuations, building permits, 
independent surveys. 

Competitive Involvement —internally, among banks, among 
financial institutions. 

Map—showing areas, other offices, principal develop- 
ments, site, distances, routed. 

Aerial Photograph—to give visual depth to marketing data 
submitted—all major items labeled. 


We may also include any displays or announcements germane 
to the proposal such as a shopping center plot plan or notice of 
contract aware on a major office building. 

I have purposely omitted two most important comparisons 
which are essential to a proper review of a proposed location. 
Bankers—and the financial world generally, place great faith in 
ratio analysis—with proper reason and profitable results. There 
are two most important ratio items in evaluating marketing data 
on a branch proposal. 


1. What is the ratio of population per bank office in the 
area compared with other areas, the Federal Reserve 
District, the economic sector, and the nation? 


2. How does the ratio of deposits per bank office com- 
pare with cities of similar size, statewide, or county 
averages? 


These are proper criteria, and while reason may exist for 
some variation, they seem to stand as rather good bench marks. 

Confession would require me to admit that the comparison of 
these two ratios is much easier than the necessary collection of 
reliable data. In fact any valid analysis produced by the entire 
group of compilations subjected to review in this report is abso- 
lutely dependent upon accurate basic figures secured and tabu- 
lated under rigid control. 

In final review by the research group, it may be that some 
further branch possibilities can and should be eliminated. The 
remaining areas are ready for management perusal and action in 
consultation with the research staff, appropriate committees, and 
by approval of the Board. Should a choice be made, permit re- 
ceived and building plans implemented, the duties and obligations 
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of the research party are not terminated. There is considerable 
assistance of a marketing nature that can be derived from inter- 
pretation of the data for the benefit of the advertising and business 
development folk. In our own shop, we happily provide an orienta- 
tion for the selected manager and his assistant based on the ma- 
terial in our office. They tell us this is most helpful in getting the 
feel of the community and identifying good prospects and possible 
pitfalls. 

It becomes the permanent task of the research group to main- 
tain current files on fully operating branches and future possibili- 
ties with scheduling of review dates as warranted. This requires 
a tickler file of specific dates for regular re-evaluation. We are 
sincerely convinced that the effective use of sound marketing data 
in the area of branch decision-making provides a solid foundation 
for future success and profit. 

The possibility of discussing data sources and estimating tech- 
niques in detail certainly tempts me, but I defer to a couple of 
short subjects that may be of more interest—though somewhat 
controversial. 


Who Should Do the Marketing Study for 
a Proposed Branch? 


In our bank (which has 68 offices statewide) we undertake the 
work in a Research and Development Department. The job is per- 
formed by two associates and myself with the occasional assist- 
ance of a loaned management trainee. There are numerous bene- 
fits to this arrangement, for example: 


1, We have most of the needed data on file which is also 
used to aid potential customers, and we are familiar 
with it. 


2. We enjoy better, constant control of the overall pro- 
gram as we are immediately available and have no 
possible conflict of interest. 


3. Our own people and other sources know us and we 
know how to reach them, 


4, If the size of the operation permits, and if you have a 
properly qualified staff, it is less expensive to do 
your own, due to less travel costs, usually by virtue 

of 1, 2, and 3 above. 
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There are, of course, advantages to be realized by using an 
outside research firm, such as: 


1. Obtaining a fresh, detached viewpoint. 


2. An outsider would generally not be known to our cus- 
tomers or competitors. He would be able to talk to 
all and it would be easier to conceal identity (avoid 
biased response) in the community if desirable. 


3. You pay only for when you need them, 


4. There is a variety of good talent available. 


Use of your own staff or an outside firm is certainly dependent 
upon many factors, unique in each case. Of paramount impor- 
tance, is the securing the utilizing of good marketing data in a fi- 
nancial service branch or unit consideration or problem. Who 
performs the function is undoubtedly of lesser importance. 


The Subject of Regulation 


We all live (those of us in financial businesses) with some de- 
gree of regulation that heavily involves our marketing decisions, 
I won’t debate the idea of having new outlets be fully regulated or 
freely competitive, although it is a subject of intriguing possibili- 
ties. What I do feel very strongly about is that we should derive 
some better understanding of the ground rules involved in this 
regulation or lack thereof. 

Let’s examine the case of our dual banking system, and imag- 
ine for the moment that a possibility exists in one community for 
one new unit or one new branch bank, but one only. If there are 
two applicants—one a national bank and one a state bank—who is to 
decide which applicant gets the charter or permit? How is a solu- 
tion obtained if both authorities have about the same branch view? 
If both permits are granted, isn’t our banking structure weakened 
overall with an excessive office, personnel, expenses, etc.? If 
both are denied, doesn’t the community become the looser? Do 
you suppose there is a tendency for the authorities to look most 
favorably upon their own subject? I don’t pretend to know the an- 
swer to this problem, but bankers should press for a workable 
solution as many important marketing decisions cannot be founded 
upon policy, if no such policy is clearly drawn, 
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The Future 


As a final item, let’s remember that the financial service in- 
dustry is important and growing rapidly. U. S. consumers now 
spend more than 10 billions of dollars annually on such services. 
Between 1948 and 1958 this category of customer spending rose 
219 per cent—double that of all services and triple the rate of 
total consumer expenditures, Our future success potential appears 
pregnant with opportunity—yet sometimes, in such areas as branch 
decision making—the right trail may be distinguishable only by 
the smallest of signs. Effective marketing data can point to the 
proper path, 
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10. THE, IMPACT OF 

AUTOMATION ON CURRENT AND 

FUTURE BANKING 
SERVICES 


R. S. Wellbeloved* 


The magnetic ink character language and automation have 
increased accuracy with no increase in cost and has elimi- 
nated personnel problems, There is even more paper work 
to be overcome and, perhaps even more important, more 
services to be provided by banks in order for them to com- 
pete for deposits. With existing automation equipment 
banks can now provide these many services as well as use 
computers for simulation to aid in solving management 
problems, 


HE marraige of banking and automation represents an attempt 

to apply the newest, most modern processing techniques to an 
industry that historically has been built on stability, reliability 
and conservatism. Banking recognized the problem of maintaining 
this image of dependability when its ABA Committee, working 
with various manufacturers, devised its common language system. 
It was realized that to continue to operate profitably in the highly 
competitive American financial field, it must solve its ever- 
mounting paper flow problems but—at the same time—not disturb 
the public with an image of some mechanical monster handling 
confidential financial information. Therefore—a group effort. De- 
vising a common language for an entire industry—from coast to 
coast, smallest bank to the largest—was a fantastic undertaking. 
It has never been done for any other industry and the ABA banking 
system is now becoming a reality and with amost enthusiastic re- 
ception by the public. 

This magnetic ink character language that can be read directly 
from the checks themselves flows automatically from bank to 


*R, S. Wellbeloved, Manager, IBM Western Region Banking and Finance Dept. 
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bank—machine to machine—until the check is posted and returned 
to its maker. This is a real solution to the flow of 13 billion 
checks which annually must be handled many times by the Ameri- 
can banking system. A flow that is estimated to increase to 22 
billion by 1970. The acceptance of the system by both bankers and 
the public has exceeded the most optimistic expectations. For in- 
stance, in California, over 3 of the checks will shortly be handled 
through this automated system. Two years ago, less than twenty 
banks were employing computers. Today, almost 200 banks have 
automation equipment on order or installed. 

Selling this idea and system was a great marketing success. 
Instead of isolated banks pot-shotting the public with a lot of in- 
dividual automation approaches and systems, all 13,000 odd Amer- 
ican banks were selling the public on the same idea—the same 
advantages. The impact on the public was much less thar. antici- 
pated. I believe the bankers found that they themselves were more 
resistant to change than the public. 

What was the impact of automation on this current banking 
service? Basically, banks can continue to perform this traditional 
checking account job with increased accuracy on a more current 
basis, and at no increase in cost—to bank or customer. The in- 
ternal impact is great in that the terrific personnel turnover 
problem will be greatly diminished. Space reduction will relieve 
the physical expansion situation, and management control will in- 
crease as some departmental lines disappear through the com- 
bination of presently divided functions—sort of satellite operations. 

There’s no lack of enthusiasm for automation in the banking 
industry! The reason for this surge toward computer utilization 
is somewhat of an enigma—the fundamental cause being paper- 
work, the so-called bane of efficient banking. I ran across a de- 
scription of paper-work written by Leonard Kane, Director of 
Advertising, Sonotone Corporation. I thought you might be inter- 
ested. 


I am Paperwork. 

I am the Lifeblood of every modern organization. 

I do not create ideas. I do not make anything. I do not 
sell anything. 

Yet I am greater than all of these—for without me, noth- 
ing else exists. 

I prove there was an idea, a product, a sale. Whether 
these are good or bad is not my problem. 

I am the record, multiplying ever faster and faster. 

My success story is proved by rows and rows of shiny 

filing cabinets—all filled with neat memos, invoices, 
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purchase orders, etc.—plus carbon copies of every- 
thing, of course. 

I am the delight of the Federal Government, which started 
me on my career. 

My big day will come when the company goes bankrupt. 
Then I will be needed to prove how we got there. 


So much for the facetious side of paper-work—what about the 
previously mentioned enigmatic side? 

The banking industry, through its common language program, 
defined and isolated a marketing area for data processing equip- 
ment manufacturers. Equipment was developed to meet this mar- 
ket and thereby solve or at least diminish the overpowering, ever- 
growing problem of paper check flow. Paper work now emerges 
as not only the root of a problem, but also as the Shining Knight 
that led the banking and financial industry across the threshold 
into a new era of bank operations through the aid of computers. 
Paper work has turned from Villain to Hero—not because it forced 
a solution to itself in the form of a computer, but because it pro- 
vided economic justification of a tool which bank management can 
use in many other ways—much more valuable ways. Computers 
will be used as an electronic aid to sound banking policy, an aid to 
development and operation of new and increased bank services—an 
aid, in truth, to maintenance of banking’s traditional position of 
eminence in America’s complicated financial community. These I 
call the profit and survival problem of banking. 


What Will EDP Mean to Banking in These Areas 
in the Near and Far Future? 


First, let’s look at the new and increased services potential; 
depositing money—lending money—investing money —keeping track 
of its money through checking accounts, etc., are the traditional 
areas for realizing profit through deposits. But competition for 
that deposit dollar is becoming more and more intense. In Cali- 
fornia, Savings & Loans now hold 48 per cent of the combined 
Bank—Savings & Loan savings dollar. Credit unions and other 
financial institutions are making inroads. Federal regulations are 
more stringent on commercial banks, The Federal Reserve sys- 
tem has, through its open-market operations and reserve control, 
the power to limit deposits for the good of the economy —not nec- 
essarily the banking system. This all means that to continue 
growth and profit trends, the Banking system must provide new 
services to lure and maintain deposits as well as increase oper- 
ating profits through fees. Over the next tenyears, the department 
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store bank will evolve—in many instances, and the computer— 
justified by good old paper work—will make it possible. Without 
the speed and processing ability of automation equipment, the job 
would be insurmountable. A central processing and intelligence 
center, with the computer as its hub, will be common in many 
banks two years from now—by 1970, it will be the rule rather than 
the exception. 

What are some of these services? Many are being performed 
in isolated cases right now, others are contemplated: Check 
reconciliation service for large customers; Lock-box accounting— 
that is, a customer of a bank directing its customers to forward 
payments to a post office box number. The bank picks up the pay- 
ments, credits the customer’s account immediately and performs 
some accounts receivable accounting for the customer; Payroll 
accounting—actually writing the payroll checks for an account and 
performing withholding and other affiliated functions. In many 
cases, the bank will credit individual checking accounts rather 
than writing a check, thus gaining new accounts; Union Vacation 
Plan accounting; Retirement Plan accounting; Trucking Company 
way-bill accounts receivable; Farm management and agricultural 
accounting; City and County Tax Rolls and accounting; One bank 
has ordered a computer which will be used to perform engineering 
and scientific calculations; and Automatic savings deductions. 

These are just a few of the many services banks will be pro- 
viding in the years to come. The impact will be considerable, It 
will be a marketing problem in that the banker will be in a new 
field. He’ll have to sell himself as an expert in accounting prob- 
lerns in a great number of industries and as a completely trust- 
worthy agent who will maintain complete secrecy regarding finan- 
cial affairs of the customer. He’ll also have to sell his services 
at a profit. To provide service simply to maintain or slightly in- 
crease a balance may result in little or no gain. Many banks 
have found that to offer a service at no charge to get an account 
results in the competitive bank doing the same to hold the account. 
Nobody wins but the customer. The bank’s costs are increased 
with no gain in revenue, This, then, will mean really selective 
marketing will be necessary—the all-out approach with no eye to 
sales profitability would be disastrous. Another service that may 
not appeal to you particularly is the contemplated withholding tax 
deduction for interest earned on your savings account. The banks 
are as opposed to this as you are, but it may come as a Govern- 
ment dictum. With an automated system on savings accounting, 
this could be a simple and not too expensive operation. 

So in order to remain profitable and yet provide service beyond 
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that expected today, the banks will have to look more toward those 
areas where income can be obtained without regard to what is 
happening to deposit volume. This means that financial services 
for public use will become more and more important to the pro- 
gressive banker as time passes, 

The check handling character -sensing operations and the future 
services which will be performed through automated systems are 
extremely important to the banker—and to us, But possibly more 
important than any of these is the future computer contribution to 
actual bank management—simulation and resultant decisions by 
predictive management. You are all aware of jet airliners being 
built or simulated on computers prior to actual construction, oil 
refineries being simulated to derive the best blend of petroleum 
ingredients at the most economical price, simulation of fleet or 
troop deployment plus the supply and support problems, and many 
more. Each of these, through mathematical programming tech- 
niques, supplies the best answer to the model problem. These 
same techniques can be applied to the resources of a banking in- 
stitution to help management in areas of investment policy, per- 
sonnel planning, facilities planning and locations, advertising 
policy and many more. The computer’s most important use in 
banking will be in these areas—increasing efficiency —lowering 
costs—raising profits. 

Already inroads have been made into this field. Investment 
Portfolio Analysis has been programmed and is being used ina 
large New York bank on an experimental basis. The IBM bank 
management simulation is being played on a computer by bankers 
all around the nation, and the Chase Manhattan Bank in New York 
is operating on a program which they call ‘‘Profit Planning.’’ 
This is a five year plan which says—not—if we do this, where will 
we be—but rather—five years from now, we want to be ‘‘here.’’ 
How do we get there? Through use of a computer to digest all of 
the information and try all of the possible investment, building, 
hiring, advertising combinations, they come up with the best pos- 
sible plan to reach their goal. Not a substitute for management 
but rather a high speed electronic aid. 

All of these slightly ‘‘biue-sky’’ uses will mean one thing— 
more efficiently managed banking resources providing better and 
more services to all of us at the lowest possible cost. 
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11. SELECTION OF 
MARKETABLE MILITARY 


AND SPACE SYSTEMS 


Clifford F, Drown* 
Richard J. Trainor* 


The technique for selecting a small number of marketable 
military and space systems from a large list of probable 
systems developed from customers, the weapons systems 
analysis unit and the preliminary design group has proved 
to be effective in practice. The large list is broken down 
into categories on the basis of units desired and critical 
dates, priorities of customers, expenditures required, the 
availability of funds, the capabilities of the company, an 
evaluation of competitors, and the long run _profit-risk 
relationships. 


HE purpose of this discussion is to present techniques useful 

in selecting marketable military or space system products for 
exploitation by a major ‘‘system’’ supplier. To prevent misunder- 
standing, a definition is in order. Such a military or space sys- 
tem consists of an assembly of complex hardware designed to 
perform a distinct military or space function. It usually includes 
a vehicle, communications, and control equipment, weapons and 
other specialized devices essential to perform the function. If 
the system is a mobile system (the B-52 or a naval vessel are 
.examples), the fixed equipment unique to the system and neces- 
sary to make it operate in an autonomous manner, is considered 
part of the total system. Customers for almost all military or 
space systems developed in the United States are the U.S. Army, 
Navy, Air Force or the National Aeronautics and Space Adminis- 
tration. In some cases, the F-104 of Lockheed as an example, the 
governments of other nations are customers. 


*Clifford F. Drown and Richard J. Trainor, Boeing Company 
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The military or space systems business usually involves ex- 
tensive research conducted with the objective of developing new 
and advanced technological concepts. The characteristics of par- 
ticular system products require specialized research production, 
integration, and test capabilities, and high levels of management 
and organization experience. The magnitude of the business can 
be staggering. A major system program can result ina sales 
level of $500 million per year or more to a prime contractor. 

The meaning of the term ‘‘military and space system’’ is so 
broad and so varied that long arguments often evolve simply be- 
cause the participants are using different definitions. However, 
even though the term is hard to define, it is fairly easy for imagi- 
native scientists and engineers to dream up new or modified sys- 
tem concepts. However, the system supplier needs to identify new 
system concepts that have a high probability of resulting in actual 
hardware. Such systems should satisfy requirements imposed by 
the environment within which the customer must operate, This 
environment is the sum total of a number of special environments, 
the threat environment, the physical, technological, political, eco- 
nomic and social environments, The desirable system then must 
be one that satisfies the needs of the customer and for which a 
market exists. 

Systematic selection of desirable systems concepts is a recent 
development to most firms supplying defense or space products. 
In 1954, with the Korean War recently over, the Department of De- 
fense expended the majority of its available funds to build up an 
inventory of bombers, fighters, and cargo aircraft of advanced de- 
sign. These military systems were supplied by a relatively small 
group of almost captive companies called the aircraft industry. 
Only a few people had even heard of the term ‘‘weapon system.’’ 
The rules governing competition for the next generation of fighters 
or bombers were simple. The winning design was the aircraft 
that went higher, faster, and further than the aircraft designed by 
the other companies. Technical innovation was the key to success, 
Almost all of the research and development of the industry was 
underwritten by the government, 

Today, the environment is different. The military aircraft in- 
dustry no longer exists. It has been replaced by the aerospace 
industry. The name Boeing Airplane Company survived for over 
forty years, but last month the word ‘‘airplane’’ was dropped from 
the corporate name, The aerospace industry draws its member- 
ship not only from the old aircraft industry, but also from the 
electronic, engine, chemical, and even the auto industry. The en- 
vironment is now one of a large number of suppliers of diverse 
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capability competing for a relatively predictable number of dol- 
lars. The government looks with favor on companies funding their 
own research and constructing their own facilities. The R&D 
part of the system cost has increased five to ten times since the 
days of the B-47. These new developments result in the govern- 
ment and the contractor each having a greater investment before 
operational success of the system is assured. 

Until recently, product planning in the aerospace industry has 
been considered to be highly subjective. Management has been 
hesitant to accept product or market planning recommendations, 
Acceptance of such recommendations has usually required close 
understanding by management of the intermediate steps during the 
analysis. This has been especially true of engineering manage- 
ment people who prefer data similar to the thorough research in- 
formation associated with a research project in the physical 
sciences. However, management in the aerospace industry has 
recently begun to substantially increase emphasis on certain 
phases of marketing, namely customer liaison, product research, 
market research and systems analysis. 

It is our thesis that marketing can meet the challenge of top 
management and provide better information to use in the formula- 
tion of product decisions. Marketing organizations can perform 
analysis in a more systematic manner—a manner that can be un- 
derstood, accepted, and participated in by various segments of 
management, A systematic, formalized approach to product se- 
lection is now feasible for at least the following reasons: 


1. We now have at least nine years of budget history in 
which spending has proceeded in a predictable fashion. 
This is illustrated on Chart I, You will note that the 
dotted line extends expenditures through Fiscal 1963 
because the basic planning decisions have already been 
made that tell us the approximate magnitude of spend- 
ing through Fiscal 1963. 

2. There has been a substantial increase in the amount 
of data useful to product planners. 

3. Research and liaison groups in many companies have 
been established for a length of time adequate to de- 
velop a substantial degree of competence. 

4, Increasing management acceptance allows marketing 
and product planning groups to attract more compe- 
tent personnel, 


To illustrate that more systematic approaches to product se- 
lection are now feasible, I will describe one such system. The 
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explanation necessarily has to be brief. In actual practice each 
step described would involved extensive analysis effort. The de- 
scription emphasizes analysis techniques and the selection of in- 
formation needed. Also, I will describe some of the thinking 
processes utilized to assist engineering and scientific oriented 
management to accept the results of the analysis. For a secondary 
objective, I hope that some of you find the method itself of some 
use and will improve upon it. 


Developing a List of Probable Systems 


The first step in selecting those systems for which your com- 
pany will compete is that of developing a list of probable or pos- 
sible systems that may be of interest to the company. By interest, 
I imply only that the systems listed are classified intuitively as 
being reasonable and within the present or future development and 
production capabilities of the company. For example, a supplier 
of air-to-air missiles may not be prepared to compete for a heavy 
bomber contract, although the reverse is not necessarily true. 

The customer himself is the most fruitful place to begin in de- 
veloping a list of weapon and space systems, It is essential that 
the ideas of key planning personnel in the customers’ organizations 
be utilized. These individuals must be identified and this involves 
a search to locate the organizations and identify the key individuals 
who are judged to be especially instrumental in establishing new 
system requirements, It is possible that not more than 30 to 40 
individuals of each service are involved in developing require- 
ments for a given type of weapon system. Our experience indi- 
cates that the customer is quite willing to regularly exchange non- 
proprietary ideas with industrial product planning personnel. The 
information gained can greatly assist in the development of the 
company interest list. 

The list of systems should not be regarded as complete simply 
because it represents an extensive customer ‘‘want’’ list. Two 
other sources should be utilized to complete the list. The first of 
these is the weapon systems analysis unit. To be effective, the 
systems analysis inputs must be provided independently of the 
customer want list. The systems analysis input must be based on 
their objective appraisal of the real needs of the customers, Nec- 
essary ingredients to such analysis include estimates of the enemy 
threat and capabilities of currently -identified competitive systems 
as reflected by their speed, payload, range, reliability, cost, and 
number in the operational inventory. 

The second company group that can effectively contribute to 
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the list of systems is the preliminary design group. Contributions 
from preliminary design or research groups will probably be 
based upon a new technological breakthrough or recent develop- 
ments in existing technical fields. It is quite possible that such 
contributions may appear at first to have as their sole attribute 
only the fact that they have never been considered previously. Al- 
though some such items may be viewed by many as flights of im- 
agination, it is well that the better of these be evaluated seriously, 
at least through Step I, There is a great need for imagination and 
new approaches in the systems business and it is rare that a new 
technological discovery has been predicted in advance. 

In the initial stages of the selection process it is both inevita- 
ble and desirable that a carefully-developed list include at least 
three times as many systems as the company has resources to 
seriously compete for. At this stage, the emphasis of the search 
is to develop a ‘‘want’’ list without undue concern about federal 
budget limitations, etc. Should many items on the list obtained 
from the customer coincide with those provided by systems analy- 
sis and the design group, so much the better. 
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Categorize the List 


The information shown on Chart II is typical of the information j 
that might be used to categorize such a list of military-space sys- 
tems. 

Your attention is called to several aspects of this chart: 


1, All systems to be compared perform a portion of the 
same broad military or space mission—in this exam- 
ple, the delivery of warheads to strategic targets. 


2. The list includes both futuristic new systems and sys- 
tems currently in development and procurement 
phases, 


3. The list includes an estimate of approximate number 
of units required to satisfy minimum inventory re- 
quirements, 


4. The list includes two dates: i 
a. Estimated development contract award, | 
b. Estimated beginning of production. e 


Chart II 
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The next step in selecting the proper weapon system is to 
stratify the ‘‘selection list’? shown on the previous chart. This 
step is the most important, and the most difficult of the entire 
procedure. Because of its importance, the stratification, i.e., 
rough prioritizing, should be approached from two different points 
of view. Does the customer want the system? Does he need it? 
Discussion of a third question, Can he afford it? will deferred until 
the next step. 

Determination of whether a customer wants a new system or 
follow-on procurement of an existing system, can best be deter- 
mined by asking him. Although any system for determining what 
the customer wants is inherently subjective, much can be learned 
by a systematic appraisal as opposed to accepting spurious, chance 
inputs from a non-representative sample of the customers’ repre- 
sentatives. An objective appraisal of the customers’ needs must 
have at least the following three characteristics: 


1. The sample must be representative by command. Too 
often, liaison groups in the aerospace industry main- 
tain primary contact with research, development, and 
procurement organizations, They tend to ignore the 
viewpoints of operational commands and the staff or- 
ganizations that are often very influential in deter- 
mining and evaluating proposed new systems. 

2. To be economically feasible, the sample of customer 
opinion must be selective with respect to the stature 
of the persons contacted. The desirable mix of opin- 
ions from high ranking and lower ranking customer 
personnel requires determination. Many companies 
have been led astray by assuming that the opinions of 
a project officer in a customer research establishment 
were representative of the opinion of the entire cus- 
tomer’s organization. 

3. The customer’s wants and opinions should be deter- 
mined at fairly regular intervals since the ‘‘wants’’ of 
the customer sometimes change unpredictably. 


Proper documentation and analysis over a period of time will 
result in a good deal of knowledge about the stability of the cus- 
tomer’s ‘‘want’’ list and how many of his ‘‘wants’’ of two or three 
years ago have now been converted into hardware and how many 
are just so much discarded paperwork, 
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The answer to the question ‘‘Does he need it?’’ can be best an- 
swered by utilizing the results of a thorough, systematic and ob- 
jective analysis of customer requirements. The systems analysts 
and product planners of the industrial firm should be constantly 
evaluating the customers’ requirements. They should also cer- 
tainly use, to the maximum extent possible, information from their 
counterparts in the customers’ organization. 

At this point we can add two other columns to those previously 
shown after our list (Chart III). The first column is the cost of 
developing and procuring the system. The second column, labeled 
‘‘Category’’ reflects the consensus of our opinions regarding an- 
swers to the questions, Does the customer want the system? Does 
he need it? 

Designating a system in category A does not necessarily indi- 
cate that the system is considered a number one priority system 
by the customer. This designation reflects the best opinion avail- 
able in the firm regarding the extent of the customer’s need for 
the system, as well as his interest and desire for the system, A 
system in early stages of development may not have been brought 
to the attention of responsible customer officers. Yet the indus- 
trial firm may be faced with the need for committing considerable 
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research resources to develop the system. Rating the system by 
category is an important step in developing decision information. 
Categories B and C systems are those which, as a result of analy- 
sis, appear to be based upon a diminishing degree of actual need 
or desire by the customer. 


Determing Expenditures Required 


The next step after establishing categories is to determine the 
magnitude of research, development, and procurement expendi- 
tures that would be required to establish a minimum operational 
force level that would satisfy the operational needs of the cus- 
tomer. Certainly the analyses necessary to establish force level 
estimates would require another lecture if one wished to describe 
all of the techniques used. 

Based upon the force level estimate a development and pro- 
curement delivery program can be synthesized and, utilizing 
previously determined data about physical characteristics and 
performance, the program costs can be estimated. 

Chart IV illustrates the characteristics and phasing ofthe costs 
for a typical program. Initially, the customer may fund some 


Chart IV 
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conceptual studies. These studies lead to the development of ac- 
tual requirements. During this stage a significant amount of 
‘risk’? investment funds may also be required. A competition is 
usually conducted that results in the award of a research, develop- 
ment, test, and evaluation contract. Such a competition requires 
the preparation of an extensive proposal and reams of documents, 
In many cases, proposal costs may exceed a million dollars. La- 
ter, providing the systems lives up to expectations, a procurement 
contract is awarded and eventually expenditures result for spares 
and modifications, 

It is also an essential step in the procedure to estimate the 
dollars per year that will be spent in the overall market area of 
interest. Elaboration on procedures and techniques involved here 
could also be the subject of another separate speech. It is criti- 
cal, however, to avoid bias in developing this estimate, since the 
normal tendency is to say ‘‘They need it, therefore they will buy 
it.’’ A great deal of bias can be avoided by making a preliminary 
estimate of the split of the budget of a particular service by func- 
tional categories such as strategic, tactical, defense, etc. The 
statement by the former Director of the Bureau of the Budget, 
Maurice Stans, ‘‘A good budget is the uniform distribution of dis- 
satisfaction’? is certainly true and it is unlikely that all of the 
money requested or needed in a particular functional category will 
be allocated. 

The estimate by functional category can be based upon past ex- 
penditures and an evaluation of the long and short term effects of 
current policies. For example, extensive emphasis upon limited 
war capabilities resulting in the procurement of new tactical sys- 
tems will require either the addition of new money to the budget or 
the reduction of some other category of spending. Based upon 
considerations such as these, a projection of, say, strategic ex- 
penditures for five to ten years can be made with some confidence. 

The estimate of possible or probable expenditures in the par- 
ticular functional category can then be combined with estimates of 
the various costs of the systems on the list and a new and very 
useful chart can ensue (Chart V). It should be noted here that the 
systems are arranged by the ‘‘category’’ previously established. 
‘*A*? systems are lowest on the chart; ‘‘B’’ systems are plotted 
immediately above, and ‘‘C’’ systems are plotted as a class above 
the ‘‘B’’? systems. As a result of the cumulative addition of the 
costs of all of the possible systems each year, a total expenditure 
level is determined that would occur if all systems were bought. 
This total is for many of the years shown considerably in excess 
of the amount forecasted to be available. Obviously some choices 
must be made, 


i 
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Chart V 


Criteria 1—Available Funds 


Based on the information provided in the foregoing charts, we 
are now in a position to perform initial screening of items on the 
shopping list. It is clear that most category C items should be 
dropped from further consideration since the data available indi- 
cates that they would not be funded under the assumed budget con- 
ditions. After comparing dollars required with dollars available, 
our original list of 15 systems is now reduced to 11. The results 
of this selection are shown on Chart VI. 

You will note that in Chart VI, four of the items dropped were 
category C, One priority C item remains on the list for further 
review. System 14 remains because the responsible analysts and 
company management involved have not reached a clear agreement 
as to whether this system has a reasonable chance of being funded. 


Criteria 2—Capabilities 
The next step in the selection procedure involves a determina- 


tion of the capabilities required to successfully compete for a 
prime contract for each of the 11 systems. For system 1, perhaps 


EFFECTIVE MARKETING COORDINATION 


Chart VI 


the successful prime contractor should have recognized capability 
in manufacturing high-temperature structures, ground support 
equipment, and a reasonable knowledge of infrared guidance. For 
each of the 11 systems, a list should be prepared that includes 
three to five of the most important areas of technology with which 
the prime contractor should be especially competent. In addition, 
a rough estimate should be made as to the approximate number of 
engineers and production personnel required to develop and pro- 
duce the system at a rate compatible with the total production 
quantity mentioned earlier. In addition to a review of company 
personnel capabilities, certainly a survey of the resources that 
the company could make available to compete for, develop, and 
produce each of the weapon systems is in order. This survey 
must take into consideration commitments that will probably be 
made for follow-on contracts. The next step then is to compare 
resources to perform the various systems programs required with 
those resources available or obtainable to the firm after satisfying 
the needs of existing contracts and likely follow-on contracts. In 
the hypothetical situation illustrated, this comparison reduces our 
list from 11 down to 8 as shown by Chart VII. 

It should be emphasized that systems should be dropped from 
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Chart VII 


the list only if the resources required for a successful systems 
program are substantially below those estimated to be required of 
a winning competitor, No single company is likely to be a leader 
in all of the required technology areas, Also, it is possible to 
substantially augment resources over a period of time. However, 
the augmentation of existing manpower and facilities takes time 
and has limitations, Over-estimating capabilities to augment re- 
sources can be prevented by coordinating with finance, personnel 
and other resource management groups with respect to such vital 
items as the credit line of the company and the maximum hiring 
rate for personnel with special skills. 


Criteria 3— Probable Competitors 


As a result of the systematic analysis conducted and the 
choices made, the list has been narrowed to those systems that 
are likely to be funded and, of those, the ones for which the firm’s 
capabilities approximately match those required of a prime con- 
tractor. Next, it is necessary to perform an evaluation of probable 
competitors for each system and again review the selection list. 
For certain types of systems, of course, there are acknowledged 
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leaders. In other areas (for example, an entirely new type of sys- 
tem) the task of identifying the likely major competition is a diffi- 
cult one. In this latter case, it is sometimes helpful to collect 
data concerning competitive capability by technology area instead 
of weapon type. Collecting data for those technology areas es- 
pecially important to a given system will sometimes reveal that 
company X is a leader in most of the necessary technical areas 
for a specific system, even though they have not exhibited public 
interest in competing as a prime contractor. Companies such as 
these should be added to the list of potential competitors, especial- 
ly if the date of the anticipated request for proposal is still well 
in the future. 

After the competitors have been identified, their capabilities 
should be assessed in a similar but less extensive manner to which 
your company’s capabilities have been surveyed. It would, of 
course, be educational to make a very detailed study but the num- 
ber of competitors and the data available concerning each will 
usually preclude this. After the completion of the competitive list, 
it is possible to compare, system by system, the firms capabili- 
ties with those of other potential competitors. You should now 
drop from the list those systems in which the competition enjoys 
a clear and overwhelming competitive advantage. Exceptions to 
dropping such systems would occur where management has the 
capability and intention of augmenting resources to substantially 
lessen or eliminate this advantage or where competition is deemed 
necessary to maintain customer good will. In our hypothetical 
case, we were forced to eliminate systems 1, 6, and 11 from our 
list, reducing the list to 5 systems as shown now on Chart VIII. 
System 11 was dropped because the request for proposal is due 
within four months and the two leading competitors in addition to 
strong capabilities were both in areas having serious labor sur- 
plus problems. 


Criteria 4— Long-Term Profit-Risk Relationships 


The last step in the evaluation process is concerned with the 
long-term profit-risk relationships. A few of the factors most 
important to this final selection of systems are: 


1. The time-phasing of the program with contracts cur- 
rently ‘‘on the books.’’ Other things being equal, the 
earliest program compatible with resource require- 
ments for current programs will have the best ratio 

of profit to risk. 
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Chart VIII 


2. The total program cost and profit rate. 

3. The technical compatability with programs in which 
the company is currently engaged. 

4. The possibility of technological advances or political 
factors causing the program to be cancelled. 


The result of these and other less tangible considerations cause 
us to reduce our list by two as shown on Chart IX. 

The list of 15 possible systems of interest is now reduced to 
three weapon and space systems. Limiting the firms efforts to 
three carefully chosen systems means that it can concentrate its 
efforts to a degree that they will result in a proposal that will al- 
low the firm to be serious competitors and possibly a leader in 
each of the competitions. 

While this concludes my step-by-step outline of selecting 
weapon systems that will sell, it should be emphasized that the 
more commonly recognized role of marketing is just beginning. 
The selection process is to no avail if you have not properly ad- 
vertised your capabilities and have not been placed on the bidder’s 
list. An alert marketing group will not only make sure your com- 
pany is considered for bidding, but will work with the customer, 
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Chart IX 


regularly exchanging ideas and assisting him in formulating his 
requirements. The role of marketing may also include determin- 
ing dollar value that the bid should not exceed and help establish 
the relative emphasis in the bid proposal of factors such as re- 
liability, performance, maintenance, and cost. 

The technique, just described, of selecting a small number of 
systems for detailed exploitation from a much larger list of pos- 
sible systems, may or may not be practical to the various indus- 
trial firms interested in competing for military and space system 
business. The description obviously glosses over some of the 
very involved and difficult aspects of the analysis effort. How- 
ever, I believe that the marketing profession will recognize that 
most of the fundamental requirements of good marketing practice 
are being met. 

The objective of the authors of this presentation has been to 
offer a technique that can be and has been used in industry. Actual 
accomplishments and realistic data cannot be described in a 
meeting such as this. The value of the review of such a technique 
as just described, lies primarily in the development of a better 
appreciation of this complex ‘‘art.’’ 
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12. MARKETING MILITARY 
COMPONENTS AND 
EQUIPMENT 


Harry Williams* 


The marketing challenge when dealing with the military is 
that the approach and sales effort required is considerably 
different at each level of the market. For most effective- 
ness in marketing the manufacturer should exhaust the op- 
portunities at one level before going to a higher level, 
thus reducing overhead and minimizing risk. A premium is 
being placed on marketing research and planning as we 
change from technology-oriented-marketing to marketing- 
oriented-technology. 


T is apparent that military business and military marketing are 

now relatively permanent features of the economic landscape of 
latter 20th century America. Therefore, we who are participants 
in the defense marketing function have need to understand the na- 
ture of this facet of the marketing process. There is as yet very 
little published material in either textbooks or academic and busi- 
ness journals that comes to grips with the unique features of the 
military sector. 

The papers being presented here point out both the unique fea- 
tures of military marketing and the stratification of the market. 
My concern is with the component and equipment level of the mar- 
ket. These items form the broad base of the military market 
pyramid illustrated in Chart I. 

The nature of the total military market may be compared to a 
pyramid of contractual opportunities, These range from the very 
few major weapon systems at the top of the pyramid to the multi- 
plicity of business opportunities at the component and material 
level at the bottom. The value of individual contracts correlates 
directly as you ascend the pyramid and stability in terms of sales 
and employment levels for the individual company increase as you 


*Harry Williams, Texas Instruments, Inc. 
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CHART I 


MARKETING SPECTRUM 
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approach the broader areas at the bottom of the pyramid. There 
are more business opportunities in the component and equipment 
levels, thereby enabling established firms to continue to bid and 
win sufficient business for stability of operations, It is from this 
solid base that the equipment and component supplier must work. 
The growth of such a company may occur in either the horizontal 
and/or vertical realm of the pyramid. 

Marketing of equipment includes items ranging from transis- 
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tors to major pieces of missile guidance systems to airborne and 
small surface radar systems. The manufacturer in this level of 
the market may typically do from $25 to $150 million per year in 
business. A company’s sales are likely to be divided between: 
Sales direct to the military purchaser, sales to prime contractors 
of the Federal Government, and sales to major subcontractors who 
are selling to prime contractors, 

Thus, the marketing knowledge and effort stretches across a 
multitude of skill levels and customers. It encompasses direct 
prime sales to the Government on a small scale, direct subsys- 
tem sales to weapon and support system prime contractors plus 
lower level subcontracting to direct subcontractors, 

The real marketing problem and challenge is centered on the 
fact that the approach to and type of sales effort required is dif- 
ferent at each of these customer levels. To solve the problem and 
successfully meet the challenge, the marketing manager must so 
allocate his limited overhead that he optimizes its application and 
thereby achieves profitable business opportunities in all sectors of 
his market, 

The marketing function in the military area must be the most 
thoroughly and diversely informed of all marketing administra- 
tions. There must be a Market Research and Planning section of 
very senior research people, most likely composed of judgment- 
oriented economists. These individuals must understand govern- 
ment budgets, carry out continuous analysis of shifting military 
and economic strategies and to thereby integrate the company’s 
capabilities with weapon and support systems requirements over 
the forecast period. From its Market Research and Planning, the 
marketing function as well as other areas of the company must 
receive highly reliable and timely portrayals of the ever-changing 
parameters of the segments of the military budget applicable to 
them. 

The focus of the marketing departments of military component 
and equipment suppliers can take two approaches in improving a 
company’s position in this market during the next decade. 

The first approach is to try to climb the market levels of the 
pyramid in a somewhat narrow vertical fashion (Chart Il), This 
means the component and equipment supplier attempts a vertical 
takeoff to the major subcontractor, and associate contractor levels 
of the military market spectrum. This can be both very risky and 
tremendously expensive. Loss of one contract can tumble you 
back down the scales or loss of a few at the bottom can cut the 
ground from under your vertical integration effort. This is the 
most expensive and hazardous approach to climb up the levels of 
the pyramid of market opportunities. 
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CHART II 
MILITARY MARKET SPECTRUM 


Penetration By Temporary Visit to Valhalla Approach 
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Vertical integration from the bottom up, without broadening sales in fields of 
achieved levels of capability, may be more risky than attempting to integrate 
from top down, 


The most effective marketing drive for the bottom tier manu- 
facturer is a step-by-step route up the pyramid (Chart III), He 
should comb the market for more opportunities in his established 
level of capability, and as these are gradually exhausted, raise his 
level of capability up and then spread horizontally once again 
across the business opportunities at that level. In this manner, he 
is minimizing and reducing his overhead (which must be renewed 
at each level as you climb higher) as he goes. He is deploying in 
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CHART III 
MILITARY MARKET SPECTRUM 


Penetration by Sustained, Stable, Evolutionary Growth of Served Available Markets 
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Markets Served in Order of Attempted Sustained Penetration: 

1 Basic capability. 

2 Most easily penetrated and most stable markets for second step. 

3. Existing equipment level market. 

4 Most easily penetrated equipment markets in terms of present capabilities 
and stability of sales. 

5. Associate contractor status developed only after maximizing horizontal 
base at component and equipment level. 


an assured evolutionary manner from an increasingly stable base. 
This is vertical integration from the bottom up and is the mean- 
ingful approach for the component and equipment supplier in sur- 
viving as well as achieving stable long term growth during the 
next decade. 
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It may well be that the most necessary function in military 
marketing in the Sixties is the Market Research and Planning 
function, Without a planned approach to the military market, a 
small to medium sized firm may promote its financial demise by 
bidding on contracts in such random fashion that the percentage of 
contracts won becomes less and less, while the overhead burden 
goes higher and higher. 

In addition to Market Planning, the marketing function at the 
subcontractor level must engage in a difficult (because of secret 
classifications on many products) but sophisticated advertising 
effort. The impact of advertising must contribute to awareness of 
his capabilities in both government agencies and major prime con- 
tractors, 

This peculiar and contradictory beast, the peacetime military 
market, has become a permanent feature of the economy in the 
decades since World War II. This market was born out of the 
pervasiveness of cold war and rapid acceleration given to new 
technologies in World War II. The decade of the Fifties was one 
of surging and dynamic order -of-magnitude improvements in many 
areas of military equipment technology. During these years the 
component and equipment manufacturer who was in the vanguard 
of the new technology could virtually ignore the marketing of his 
products. There were years of fiscal plenty with many new prod- 
ucts and technologies available, and often they were temporarily 
unique to particular companies. Both the government and the 
major prime contractors literally came knocking on your door, It 
was an age we could characterize as the era of technology -oriented 
marketing. Technical personnel and newly risen technical man- 
agers dominated the component sector of the defense business. 
Many engineers with little marketing know-how or experience 
were suddenly cast the role of managers of multi-million dollar 
technologies that needed only to be produced in order to be sold. 
Very little awareness of the growth curve of new technologies was 
exhibited by the technical managers. They had no time to estab- 
lish themselves as customer-oriented producers preparatory to 
reaching the plateau at the top of the demand schedule for their 
new products. They rode a merry surfboard up the slope of an 
exponential growth curve and suddenly found at the crest of the 
wave that only crash marketing effort could keep them from 
drowning in a sea of competitive bids. 

Now, in the first decade of growth in a new industry, a firm 
can ride the exponential trend of the industry by staying ahead of 
competitors’ technology. There is little knowledge required in 
terms of the sales environment—if one sale is missed, another is 


MARKETING MILITARY COMPONENTS 115 


made around the corner. The age of the technological sale per- 
mits a company to be little concerned with the customer, with no 
continuous service and follow-through required. Thus, in the 
Fifties there was no over-riding necessity to be customer -oriented 
by the exponential surf riders. 

The decade we are entering already shows signs of being vastly 
different. Military equipment and component suppliers will find it 
necessary to shift from technology-oriented marketing to market- 
ing-oriented technology. The technical capability is still a mini- 
mal necessity, but not sufficient to close the sales loop in the 
Sixties. This is to say that the marketing effort must turn the 
company’s attention to the customer’s needs, whims and require- 
ments. Technology is now a means to an end, that of selling a 
product in which it is incorporated. Therefore, much more knowl- 
edge and appreciation of the sales environment or the end-product 
environment is necessary. Instead of advanced technologies at- 
tracting the customer to the company, it must locate the customer 
and attract him to its technology. In short, military component 
suppliers must become customer-oriented just as their commer- 
cial counterparts did long ago. The customer must be served with 
continuous, open-end efforts that contact him at all levels in his 
organization. He must be offered the hardware and the associated 
support and services that go with it. The customer’s problems 
and needs must guide the firm’s research and development efforts 
in the coming decade—much more so than in the past decade. 

Now, what can the marketing function provide to a component 
and equipment supplier that will enable him to survive the rigors 
of becoming customer-oriented and achieving healthy growth dur- 
ing the decade ahead? 


13. MARKETING CONTRACTUAL 
SERVICES TO THE MILITARY 


Walter J. Sherman* 


Marketing services to the military differs considerably from 
marketing consumer goods as there is little opportunity to 
develop need for the products as well as there being a limit 
on profits. The government evaluates military products on 
the basis of the method of approach for accomplishing the 
task as well as the cost. Due to the rapid turnover in the 
military personnel contacting procurement people and 
training the operational people is a continuous process. 


N May of this year the RCA Research Laboratories at Princeton, 

New Jersey, announced the feasibility of using ultra-high fre- 
quencies to propel space vehicles on long interplanetary voyages. 
We don’t have the vehicles yet but the day is close at hand. When 
that day arrives, some electronic company will probably be fur- 
nishing the crews for the ground support equipment needed to 
monitor the flight, maintain continuous communications, furnish 
real-time data on navigational problems and photographic coverage 
of the voyage. Indeed, it is not beyond the realm of possibility 
that the actual flight crews would be employees of a company 
under contract to the government for technical assistance in the 
exploration of outer space. 

There, in a nutshell you have the concept of the service busi- 
ness. When a company, be it RCA or the other companies manu- 
factures electronic equipment, the Government Services Division of 
RCA Service Company is ready to install, operate and maintain the 
equipment, or train others to do it. In an effort to establish a 
frame of reference for the magnitude of the service business, I 
hope you will pardon my reference to my Own company which I 
refer to with pardonable pride. 

Ten years ago, Government Services Division was organized to 
furnish services to the United States Military establishment. To 
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keep the record clear, let me point out that prior to that time, 
RCA had been furnishing field engineers to the military in connec- 
tion with sales of electronic equipment throughout World War II. 
In 1950 it became evident that with the country’s growing tech- 
nology and increasing need of maintaining an elaborate military 
structure, the need for contractor technicians would increase as 
well. And it has. 

Today, Government Services Division is a world-wide organiza- 
tion. Over 9000 engineers, technicians, scientists and mathema- 
ticians are scattered over the globe at military installations. In 
some cases, they are densely populated on a major project; for 
example, Cape Canaveral and the Atlantic Missile Range. There, 
Government Services has assigned over 3000 personnel to operate 
and maintain the electronic instrumentation and communication 
equipment used in testing and evaluating guided missiles. Several 
thousand more are installing BMEWS electronic equipment in 
Alaska and in England—the job has been completed in Greenland. 
By contrast, Government Services has contracts by which only one 
engineer is assigned to a military installation in an advisory 
capacity. 

The types of services performed range from routine mainte- 
nance of a radar set or a radio to furnishing complete project 
management for a complex military operation, such as the Air 
Force Alaskan Long Lines Communications System. With this 
vast repertoire of types of services available and the wide range 
in ways of furnishing these services, I think you probably begin to 
understand that marketing services to the military is a far from 
simple task. 

Before pursuing ‘‘Marketing Contractual Services to the Mili- 
tary’’ as a specific subject however, I’d like to establish the 
ground rules for my coverage of the subject. Under the term 
‘‘Contractual Services’’ the military includes Contractor Operated 
Installation, Real Property Maintenance by Contract, Contract 
Technical Services, Contractual Maintenance of all types of mili- 
tary equipment and training of military personnel in the use of 
sophisticated electronic equipment, just to mention a few. 

In marketing the above services to the military, there is little 
one can do in the way of advertising or publicity. Therefore, the 
points I will emphasize will be those of market research and eco- 
nomic analysis planning and the direct sales functions. 


Differences Between Consumer and Defense 
Marketing Research 


Now that we have established the frame of reference for the 
discussion, let’s compare market research in the consumer 
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business to market research in the military. In the consumer 
business, market research consists primarily of going out to the 
public and determining whether or not the need for a particular 
product or service can be developed in the consumer, and then 
determining how much the consumers will buy. 

In marketing to the military, however, there is little opportu- 
nity to develop a need for goods and services. The determining 
factor is the state of the world’s unrest, Until World War II, and 
even shortly after, the amount of defense money appropriated by 
the Congress of the United States was directly dependent on wheth- 
er the United States was subject to aggressive attack by unfriendly 
forces. As soon as a major war was over, defense spending was 
de-emphasized. Today, however, we are engaged in a new kind of 
conflict where two ideologies are battling for domination, not in 
the sense of overt war, but constantly on the brink of it. 

Another factor that has changed considerably is the state of 
technical arts. Just a few years ago, wars could be started by an 
aggressor, and the defender had time to ‘‘gear up’’ his productive 
capacities to ward off the threat of the invader. Today, in order 
to maintain the level of equipment necessary to defend the country, 
weapons for defense must be researched and developed on a con- 
tinuous basis to ensure that any opposing forces will not feel or, in 
fact, be in a stronger position than the United States. As a result, 
the defense business has become, as you well know, the biggest 
business in the world. Until the people around the conference 
table can agree, the business will go on and from this we derive 
our first market research assumption: that defense spending in 
this country will remain at a relatively stable per cent of total 
Gross National Product. 

Since Gross National Product is expected to grow, so too will 
the volume of dollars being spent on defense. We have then, not 
only a sizeable market, but also an expanding market as well. 
The assumption could be destroyed by either disarmament agree- 
ments or active aggression on the part of one of the major world 
powers, On the one hand, the defense market would deteriorate 
considerably, and on the other, the rate of expansion would be 
accelerated. 

In order to make this discussion more meaningful, let me con- 
vert the last few minutes of discussion to figures. Since 1958, 
defense spending has been at a rate of approximately 40 billion 
dollars per year. On the basis of the federal budget and fore- 
casts by independent research organizations such as the Com- 
mittee for Economic Development, my activity is forecasting that 
defense spending will reach a level of approximately 50 billion 
dollars by 1968, assuming no major change in the state of world’s 
conflicts. 


i 
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MARKETING SERVICES TO THE MILITARY 
Determining the Amount to be Spent on Your Services 


Total defense spending is not a meaningful figure to Govern- 
ment Services of RCA. The basic market research problem is to 
determine how much of that total amount willbe spent on electronic 
equipment and the related services necessary to install, operate, 
maintain and train military personnel in those functions, The 
most important tool in analyzing defense spending is the Federal 
Budget prepared in January of each year and presented to the 
Congress by the President. From that document it is possible to 
determine what the levels of spending will be in the coming fiscal 
year by service: that is, Army, Navy, Air Force; by function: that 
is, for military construction, research and development, test 
and evaluation, operation and maintenance and procurement of 
materials; and further, within each of these major categories, 
breakdowns by the major programs within that service or function 
by activity and by object classification. The latter is of primary 
importance because it shows how much is being spent on military 
and civilian personnel, procurement supplies and contractual serv - 
ices. There are many other items listed under the object classi- 
fication, but these are just a few to give you an idea of what is 
there. How an individual company analyzes this information and 
makes use of it in developing its sales forecasts and marketing 
programs is a matter so closely related to the individual com- 
pany’s requirements that there is no reason for me to go into 
specifics on how we analyze the budget. 

Other tools for marketing research that will tie in very closely 
to material found in the budget are the public record documents 
available from both the House and the Senate, transcribing the com- 
plete hearings on Department of Defense appropriations and author - 
izations. Perusal of these hearings books will often clarify many 
of the ambiguities found in the budget document itself. There are, 
as well, a multitude of trade publications documenting various 
aspects of how the military spends its money. 

With the foregoing budget information (and I am emphasizing it 
because it is the prime factor) and all of the other economic 
indicators and trends available from government and independent 
research organizations, it is possible to use some of the basic 
planning techniques, such as extrapolation, to establish an eco- 
nometric model for the coming five years or for whatever period 
one needs to forecast. 

Very few statistics are available on the electronic market. The 
establishment of such a model, even though based on relatively 
few data points, gives the company a frame of reference or a set 
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of parameters for measuring performance. Let me be the first 
to admit we still have much to do in this forecasting area before a 
reliable set of indicators will give us answersto many of the ques- 
tions we want answered on projected sales, profit, overhead, man- 
power growth, etc. 

While on the subject of the lack of statistics it should be noted 
that the United States Census Bureau still does not recognize the 
electronic industry in the standard classification. Fortune maga- 
zine estimates the industry’s growth from 1950 at 2.6 billion dol- 
lars to 10.4 billion dollars in 1960. It might be well for the Amer- 
ican Marketing Association to point out this rather flagrant dis- 
regard of electronic statistics. 

Along with the phenomenal growth figures intotalindustry sales 
for the past ten years, we find competitionhas been growing almost 
in direct proportion. Increased competition has meant that all 
companies have had to cut costs and profits (to some extent) in 
order to capture the amount of sales desired. The profit problem 
in marketing to the military is considerably different from con- 
sumer activities. 

When marketing consumer goods or services, the company has 
a relatively free hand in establishing its profit margin to what- 
ever the market will bear; that is, based on what the consumer is 
willing to pay and what the competition’s prices are in the same 
field. In marketing to the military, however, one runs into the 
immediate problem that there is a limit set on the amount of 
profit that any company is allowed to make in selling to the govern- 
ment. I am sure that many companies would argue that such a 
limitation on profit would destroy any incentive for getting into 
the military market and to some extent they would be right. Prof- 
it is, after all, one of the basic reasons for being in business and 
is certainly one of the important factors to be considered in any 
marketing program. The government is well aware that the profit 
incentive in industry calls for the best talent to do the best job in 
the most economic and efficient manner possible and that is what 
the government wants—the most defense per dollars. 

Most of us, in this country, subscribe to the theory that the 
profit motive will do the job; otherwise we would be living under a 
completely different ideology. The argument the government uses 
in defense of limiting profits is that basically there is no risk 
involved in doing business with the military, and to some extent 
this is true. On the other hand, a company could hold a contract 
for 100 million dollars today and the same contract could be can- 
celled tomorrow. I would like to point out that it is a rare con- 
tract, indeed, that is captured today with the maximum allowable 
profit. There is too much competition for that. 
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And finally, we come to the final stage of doing business with 
the military, the active pursuit of government contracts, that is, 
‘‘marketing’’ in the purest ‘‘sales’’ sense, getting the business in 
the house, call it what you will. As we noted earlier, there is 
little opportunity for developing a need for products or services in 
marketing to the military. The Army, or the Navy, or the Air 
Force comes up with a requirement and they solicit the bids from 
industry to fulfill that requirement. Each one of the military 
procurement activities maintains its own bidders list for different 
categories of procurement. 

The military, in working out its strategic and tactical plans for 
the defense of the nation, realizes a needfor a product(or service). 
If they can’t develop whatever is required in their own facilities, 
they advertise to industry: for example, a new kind of equipment 
or service is needed that will fulfill a specific mission. A request 
for proposal is sent to interested companies. The Engineering 
Departments of those companies develop proposals to the govern- 
ment indicating how they could produce the desired equipment or 
necessary services, what its capabilities would be and what the 
cost would be. Then the government evaluates each of the pro- 
posals and makes a determination on the basis of: method of 
approach for accomplishment of the assigned task; and total cost 
involved—always seeking the lowest price, of course—and here a 
difference of 1/100 per cent profit between companies can mean 
the difference between a lost award or an award. And, of course, 
there are other factors influencing procurement boards. Certain 
chronic areas of unemployment are given special consideration; 
certain critical areas of manufacturing are given special consider - 
ation in order to maintain a capability of producing certain things 
even though there may be no current need; and there are other 
factors such as distribution of contracts between small business 
and large corporations. 

From this, you can picture the star-crossed path of a procure- 
ment award—subject to so many influences that it is difficult to 
ever try to predict what sales will materialize. It is difficult, as 
well, to do much of the kind of effective marketing that has so 
much to do with the success or failure of a product or service in 
the consumer business, 

The marketing function in the defense industry is fairly limited 
to making certain that its company’s name is on every possible 
military bidders’ list that might require some product or service 
in the company’s line of endeavor. And in carrying out that job, 
making certain that all the cognizant military procurement people 
are aware of all of the company’s capabilities. These are by no 
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means small jobs. They are enormous when one remembers that 
the United States military establishment is the worl’d biggest 
business. There are literally thousands of people to keep informed; 
and to complicate the task further, those thousands are being 
reassigned on the average of every two years toa new post, 
probably not related to procurement at all. That means a con- 
tinuing re-education job all the time, i.e., educating the procure- 
ment people on the company’s capabilities. (I won’t even mention 
defense reorganizations!) And, of course, these thousands of 
procurement people are scattered all over the 50 states. 

In some companies, as in RCA, marketing is responsible for 
coordinating the engineering and pricing efforts in making the 
formal proposal to the government. This again is no small task; 
proposals can cost up to and over $100,000 for a single major 
project. 

Now, just to show you how flexible military marketing can be, 
I will contradict what I said before about developing a product or 
service and selling the military on the idea. 

Most companies maintain R&D staffs that are constantly work- 
ing for new technological advances. If one happens along with 
specific military application, an unsolicited proposal might be 
prepared by the company and submitted to the government, If the 
company can convince the military that the new idea will fill a 
need better than some older item, the government in all likelihood 
will buy, if the dollars are available from congressional appropria- 
tions, It is marketing’s responsibility to get the proposal to the 
proper people for evaluation. I’ve mentioned this point for the 
benefit of end-product companies primarily because the unsolicited 
proposal in the service business is a rare bird. 

From the foregoing, it should be obvious by now that marketing 
and planning are filled with intangibles and ambiguities. One might 
well ask—where do you begin? 

For the product planner of an equipment manufacturer, the 
advice of R. Admiral Japp, who is Director of Development Pro- 
grams for CNO, might well be followed. At a seminar held in 
March by EIA, Admiral Japp spoke of Project KISS, the letters 
standing for—‘‘keep it simple stupid.’’ The equipment manu- 
facturer must always keep in mind the level of intelligence of the 
average soldier, or sailor, or airman, The simpler an item of 
equipment is to operate and maintain, the better chance that 
equipment has of fulfilling its mission. At the same time, two 
other factors must be kept in mind—reliability and mobility. If an 
equipment breaks down in the midst of an operation, the equip- 
ment might as well have not been there to begin with; and 
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certainly, it must be realized that the rapid dispersal required in 
this age of atomic weapons requires that the equipments be small 
enough and light weight enough to move with the troops, or the 
ship or the plane. 

As for the military services business, the reason we are in 
existence at all is because equipments have already become so 
complicated that special technical knowledge is required to main- 
tain the systems and teach the military staffs of installations how 
to operate them. 

One of the biggest problems of the military is the fast turn- 
over of personnel in the armed forces. It is difficult to retain 
technically trained personnel in the military in peace-time because 
they can make more money with industry. Then too, there are 
many drains on the military man’s time: KP, guard duty, and most 
important of all, the original training and continuous refresher 
training in soldiering, the art of defending himself and attacking 
the enemy. It’s obvious that there is little time left for detailed 
technical training in maintaining a radar, or some other spe- 
cialized equipment. 

Another complication: in probably half of the contracts for 
services in effect for the military today, the specific require- 
ments were not known more than six months in advance of pro- 
curement. How then, you might ask, does the planner and the 
marketeer in the military services industry even begin to estimate 
sales? So far, there is no industry-wide answer. The govern- 
ment and the military do not budget requests for electronic serv- 
ices separately. An enormous amount of basic research is nec- 
essary in order to come up with any kind of estimate of market 
potential. What are the tools for this research? I mentioned some 
of them before: 


1, The Federal Budget. 

2. Hearings before Congressional Committee on Appro- 
priations, 

3. Independent studies of defense spending by such or- 
ganizations as CED, EIA, AMA, NICB, NSIA and many 
others, 

4. And just about every periodical that has any coverage 
of military activities. 


Add to this a store of knowledge from former military people 
and industry people who have dealt with the military for years, 
and a pattern does begin to emerge. The pattern that I’m speaking 
of is the one that fits RCA’s particular need. 
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I have deliberately kept this discussion in the realm of the gen- 
eral as nearly as possible. I have mentioned a number of tools 
for any company’s marketing organization, but the way these tools 
are used, and the results obtained will in all likelihood be quite 
different. On the surface, all of these tools appear to be ambig- 
uous, but with proper interpretation and analysis they can become 
specific. The end result will be only as good as the interpreta- 
tion applied. This is an individual company problem. On an 
industry-wide basis, it is obvious that more data on the electronic 
industry, both quantitative and qualitative, is needed. Industry 
must stimulate the generation of that data. 


14. DEVELOPING A MARKETING 
PROGRAM FOR AIRCRAFT 
POWERPLANTS 


E. W. Gregory, II* 


Marketing aircraft powerplants to both the military and air- 
frame customers requires consideration of several market 
characteristics in product selection, including: prives, tim- 
ing, technology, capabilities, competition, and potential 
business. The product selection itself requires the above 
plus a clear cut understanding of the task to be performed, 
consultation with Sales, Systems Analysis, Engineering, 
Manufacturing, Product Support, etc, all adding human 
judgment and finalizing in the Department Product Plan. 


IRST I will give a brief explanation of how the Large Jet En- 

gine Department fits into the General Electric Company, our 
current military products, and our customers. Following will be a 
review of market characteristics as they bear on our product and 
marketing planning. Finally, I will go into a much-abbreviated 
example of the system we follow. 

The Large Jet Engine Department is located in Cincinnati, 
Ohio, and is one of eight Departments and Operations in the Gen- 
eral Electric Company’s Flight Propulsion Division, which in 
turn is a component of the Electronic and Flight Systems Group. 

Our Military products are of three generic categories: Engi- 
neering, Manufacturing, and Support. In the Engineering category, 
for example, we are currently developing the J93 turbojet engine 
for the USAF B-70 strategic bomber program. In Manufacturing at 
this time is the J79 turbojet engine for the F-104, B-58, F4H, and 
A3J aircraft programs. The Support category includes field 
technical representation, spare parts, and engine rebuild for the 
J79 and the now-out-of-production J47 and J73 engines. 

We have two major customers. These are the Military 
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services themselves—the Army, Navy, and Air Force—and the 
major systems suppliers—the airframe customers. The dual cus- 
tomer proposition complicates our marketing job for we must 
convince both that our products are the ones to be bought, instead 
of those of our competitors. The airframe customer must be con- 
vinced that our product makes the best powerplant for his airplane 
and that his airplane with our powerplant willbe more attractive to 
the Military customer than the products of competitive airplane 
companies, Our other customer, the Army, Navy, or Air Force, 
the one that controls the purse strings, must be satisfied that we 
and our engine can do what we promise, that the system proposed 
by our airframe customer meets requirements, .and that all are 
within the Military customer’s economic capabilities. 

Having established the environment within which we work with 
respect to products and customers, we must consider other mar- 
ket characteristics in product selection. In the order they will be 
touched upon, they are: Prices, Timing, Technology, Capabilities, 
Competition, and Potential Business. 


Prices 


The development of an aircraft gas turbine engine is extremely 
expensive. Today’s performance requirements are becoming ever 
more stringent. The more exacting the requirements, the more 
expensive a program becomes. Each percentage point of improve- 
ment we shoot for takes moreinterms of men, time, and materials, 
all of which can be expressed in terms of dollars. The customer 
would like to have the ultimate for nothing. He is willing however 
to pay a reasonable price for what he buys and our task is to 
determine how much he will pay and what we can do for that amount 
and still make a decent return. If we cannot do what is wanted 
Within the amount the customer will pay but a competitor can, 
then we will lose in the marketing struggle. We continually 
search for ways to reduce our costs in current effort to provide 
the customer with more value for his dollar, to provide us with 
knowledge of how to hold down future costs, and to add credibility 
to our quotations for future performance. What you have done in 
the past bears much weight in the mind of the customer when he 
is deciding which product to buy. Price determination involves 
detailed examination of customer requirements, weapon system 
procurement plans, budget forecasting—what Market Research 
calls the forecasting of size, timing, location and characteristics 
of the market. What does the customer need, when does he want 
it, what will he have in the way of money to buy it, and what 
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factors will aid or deter him in acquiring it? The importance of a 
particular program to the customer compared to what he has paid 
in the past for other systems are guiding criteria in estimating 
what he will pay in the future. 


Timing 


The airframe manufacturer would like to have a shelf full of 
different engines available to him today, but with the performance 
he wants three or four years from now. This would be ideal. We 
would also like to be able to provide such service. However, the 
performance he intends to build into his airplane is usually based 
on state-of-the-art now in hand or reasonably expected to be 
available in the near future for application to his vehicle. The 
engine must probably employ similar technology so it cannot now 
be ‘‘on the shelf.’’ Development of an aircraft gas turbine engine 
from concept to a proven state is not accomplished overnight. 
Active development of our J79 engine commenced in 1952 and was 
certified as fully proven by the Air Force in 1957, a period of 
five years. I believe this is generally representative, at least of 
past history. In our product planning we must compromise 
between what we and the customers may believe to be desirable 
and what we feel can be accomplished by the time our product is 
needed. 


Technology 


Before a product is fully developed we know ways in which it 
could be made measurably better because of what we have learned 
in the course of its development and because of other advance- 
ments in technology. Some of these can be and are applied, but 
others would require complete re-design of the engine; essentially 
we would have to start over again, delaying the program and 
increasing its cost. Thus, our proposed products must be some- 
what of a compromise among what we know we can do, what we 
think we will find ways of doing, and the ideal. We are always 
stretching out as far as possible in our efforts to increase knowl- 
edge and capability, but it is a fact that when a weapon system has 
finally been developed and proven it is something that is less than 
what could be done starting at that time. Our job is to convince the 
customer that what we propose iscloser tothe ideal that he desires 
than anyone else can provide. 
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The engine company, with its two-tiered customer situation, 
must determine to its own satisfaction on which horse to place its 
bet. We cannot be all things to all people although in the early 
stages of a program, when the customers are in the process of 
deciding how to satisfy requirements, it is possible for us to pro- 
vide study data on many concepts. At some point, before we have 
gotten into the development phase, it is necessary to pare down 
our market basket to a very limited number of items. Whether we 
want to do this is somewhat irrelevant. Economy of force requires 
it. There just aren’t sufficient resources available to continue to 
offer everything everybody wants. So, we have to focus our efforts 
on those systems we believe have the best prospects. Concentra- 
tion on one or two airframe companies’ proposed products deter - 
mines to a major extent the particular characteristics of our 
product. 


Competition 


In evaluating the competitive situation, an engine company is 
again faced with a double-barrelled problem. We have to win over 
our competitors in the aircraft engine area. In addition, so many 
tasks formerly fulfilled by aircraft are nowbeing done by missiles. 
This is the other barrel. You are probably aware of the ups and 
downs of the B-70 program. It has now gone through two major 
set-backs because of the influence of missile capability in the 
strategic area. There is also another form of competition, similar 
to what each of us has in conducting our personal businesses. Ina 
sense we have unlimited wants but only limited resources with 
which to satisfy our wants. You might have to make a choice 
between taking a vacation trip or buyinganew automobile. Because 
you can’t afford both you’ll choose whichever is more important to 
you. So it also is with the Military. If you were competing to sell 
him a new fighter aircraft and engine you might find he’d decide to 
wire together the old one because he figures that an additional 
aircraft carrier or fleet of mobile missile launchers is more vital 
to his program than is a new fighter aircraft powered by your gas 
turbine. 


Potential Business 


I said earlier that we have three categories of products. Each 
of these is a marketable commodity. Each at one phase or another 
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in the life cycle of an engine can stand alone as a business venture. 
In the case of engineering, the General Electric Company developed 
the J33 and J35 turbojet engines shortly after World War II, but 
production was assigned by the government to the Allison Division 
of the General Motors Corporation. Our product therefore was 
the development engineering for the two engines, Allison’s product 
was the manufacturing of the end items. Westinghouse recently 
went out of the aircraft gas turbine engine business. Their J34 
engine is still in use and the Pratt and Whitney Division of the 
United Aircraft Corporation has taken over the business of pro- 
viding spare parts support for this engine. However, our business 
objectives include not just one, but all three of these categories. 
We are dedicated to having a business which encompasses the full 
life-cycle of an engine. Philosophically speaking, if we were only 
in the engineering phase we’d experience a certain sense of unful- 
fillment. I think each of you at one time or another probably has 
come up with ideas which were your brain-children, but others 
have carried them through to fruition, where you wanted strongly 
to do the complete job. We have the natural desire to carry an 
engine from the birth of its concept toits retirement from service. 
We know, though, that from a list of possible products at any given 
time only a portion will ever be developed; fewer yet will be pro- 
duced; and just a fraction will enjoy large scale production and 
long service life. You don’t have to reach very far back to find 
many examples of this. 

Based upon analysis of customer needs and capabilities to 
procure, the various ways in which we believe each need can be 
satisfied, our capabilities to provide satisfaction, and our evalua- 
tion of the competitive situation, we have a list of existing and 
potential products from which will come our future business. The 
list is longer than we know will ever be procured from all the 
engine companies. Our job is to narrow it down not only to 
manageable proportions but also to those products which can pro- 
vide us with good business and with which we have the most 
probability of being successful in all three categories of our busi- 
ness, Perhaps I should make it clear here that there are engi- 
neering products we have to offer which we know will never go 
into large scale production but that both we and our customers 
need. This class of engineering product is the feasibility study 
and component demonstration program, These are means of 
advancing the state-of-the-art to be ready for engine programs 
coming in the future. They provide the bases for development and 
manufacturing programs which will begin some years from now, 
With that brief review of the customer, pricing, timing, 


130 EFFECTIVE MARKETING COORDINATION 


technological, capabilities, competitve, and potential business fac- 
tors, I should like now to review our product selection process, 


The Product Selection Process 


Let’s suppose we have learned the Air Force is finally pre- 
paring to initiate a long-expected competition for a new manned 
Weapon System, which I’ll call System A, Performance require- 
ments are such that no powerplant in existence could be used. 
The competition calls for feasibility studies to be submitted in six 
months, By the middle of next year a selection will be made of 
two airplane companies to develop prototype aircraft. One engine 
company will be chosen to develop a new powerplant. We have 
been very interested in this proposal for some time because of 
certain new engine cycle principles which we feel will be of great 
advantage to System A, Therefore, we have contacted each of the 
airframe companies indicating an interest in the System and 
reviewed our ideas with them. Concurrently Market Research has 
prepared an appraisal of the market picture confirming our pre- 
vious conviction of the business potential for System A. 

For the feasibility studies by the airframe companies we pro- 
vide preliminary engine performance and characteristics data to 
fit the different requirements of each company’s aircraft concept. 
This, however, has put us in the position of offering almost as 
many different engines as there are competing companies. 

It is not necessary that we decide whether this program is one 
we really want to win, whether it is within our capabilities to per- 
form as required, and what specifically will be required to win. 
We must convince our customers we are serious in intent. 

The next step involves a Sales-led detailed investigation of 
external factors. In conjunction with Market Research, Systems 
Analysis and our Field Sales Operation, we will define specific 
customer requirements in terms of product specifications, timing, 
pricing, and competitive aspects. This provides a preliminary 
product proposal which outlines the tasks to be accomplished as 
far as the customer is concerned. It does not yet describe the 
job which must be performed by our Engineering, Manufacturing 
and Product Support functions nor has the relationship of this pro- 
gram to our other business yet been evaluated. 

The next phase in the product selection process calls for a 
review of the preliminary product proposal with the Department 
Business Council and the General Manager. At this time an 
appraisal is made of the apparent effect of the potential business on 
the Department’s overall sales picture and the relationship it 
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would have to other products in being or planned. A decision is 
now made whether to proceed with a definitive business analysis. 
If the decision is affirmative, the preliminary product proposal 
is next transmitted to Engineering, Manufacturing and Product 
Support for what we term ‘‘Functional Analysis.’’ This involves 
establishment by Engineering of firm product specifications in 
terms of size, weight, performance, development and testing 
milestones and goals, and resource requirements—in essence an 
Engineering Plan. Concurrently, Manufacturing will initiate effort 
to develop its Plan. Of course, much of the production thinking 
has to be based upon a firm description of the product, so the 
Manufacturing Plan and then the Product Support Plan are follow- 
on items to the Engineering Plan. Of basic importance in each is 
the cost of doing the job. Each function makes cost estimates for 
its plan using as upper limits the sellingprice goals established by 
Marketing for the preliminary product proposal. The functional 
analyses also include an appraisal of the degree of risk involved 
in each phase; what each function believes to be the major pitfalls 
it will encounter and the effect these can have on its particular 
part of the program. Based upon the other functional plans Mar- 
keting develops its own plan. It is important to note here that none 
of the plans can be prepared as independent outputs. Continuous 
coordination between and among Marketing, Engineering, Manu- 
facturing, and Finance is required. 

The functional plans are delivered to Marketing, specifically to 
the Business Assessment operation, which had assumed respon- 
sibility for the planning program after the preliminary Business 
Council and Management review. 

The next task is to prepare a Product Plan based upon the 
functional analyses. Business Assessment is responsible for final 
recommendations to Department Management whether to continue 
with the program, postpone action or drop it completely. Involved 
is an objective appraisal of the place ofthe proposed product in the 
Department’s product line, profitability analysis, the pros andcons 
in all respects. The finished Product Plan and recommendation 
are then reviewed with Management as far up the chain of command 
as is required depending upon action decisions made. A physical 
part of the Product Plan at this stage are implementation media. 
If a decision to go is reached, then necessary action is initiated 
by approval of the implementation media—funds are made avail- 
able, Engineering goes to work, and Sales steps up effort with our 
customers to win the competition. 

I’ve brushed over some very involved and time-consuming 
work in the past few minutes. The Product Planning process just 
described is the major discipline followed to assure that we have 
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properly considered all possibie facets of a program. The sum of 
the individual plans forms our Department Product Plan. None of 
these are static documents which can be printed, bound, and then 
rigidly adhered to for the life cycle of a product. As each day 
passes our accomplishments and events and actions outside the 
Company affect what we have planned. The feedback from suc- 
ceeding happenings must be applied to our plans to keep them 
currently useful. This continual re-cycling of our planning process 
is the key to being on top of the situation, to being able to move 
rapidly when necessary to take advantage of new opportunities for 
new products. It is a strenuous task. I often wish for a nice 
easy way of putting everything on a big wall, wiring up all the 
various factors of costs, prices, timing, competition, capabilities, 
resources, into a nice analog computer. Then, when something new 
came up we could just assign it a value, stick it on our wall-com- 
puter, and come up with a red or green light by pressing a button. 
While much of the work that goes into our product selection 
process is susceptible to computer application we have not yet 
been able to find a way of simulating all the human judgments 
which must be made at each step in the process. So, while there 
are many big walls available, I’m still looking for the right kind 
of button to press. 
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15. DRUG MARKETING — 
A CHANGING PATTERN 


Henry F. DeBoest* 


While there have been many changes in drug marketing, 
most of the causes of change have been exogenous of drug 
marketing itself. The products manufactured are different 
and the rate of obsolence increased. There are more peo- 
ple to serve, their attitudes have changed, and their span 
of life lengthened. Government, too, has assumed a role. 
Has drug marketing changed enough to adapt to these fac- 
tors is the crucial question. 


ioe marketing of drugs does indeed present a changing pattern. 
We live in a world in which the only norm is the norm of 
change. Consequently, we should not be surprised by the fact that 
our marketing processes are in a constant state of change. Neither 
should we be disturbed or rebellious at thefact of change. Rather, 
we should be gratified to be a part of a dynamic industry that still 
has enough life in its veins to experience change and, we hope, 
progress. 

This does not imply that we should placidly accept whatever 
changes are imposed by a changing society and adapt as best we 
can, for there is little which is inherently good about change in 
itself. We in the pharmaceutical industry know only too well that 
there can be change for the worse as well as change for the better. 
We must adapt to changing markets, yes; but we must accept our 
responsibilities to guide and improve the processes of marketing 
drugs. 

This morning I will mention some of the various areas of change 
which this industry has seen in thiscentury. Most of these changes 
are already familiar to all of us; but it is, I think, worthwhile to 
recall them to mind. I will then suggest that the basis for these 
changes, as well as the basis for our future, is in what we will call 
the three ‘‘P’s’’ in pharmacy. 


*Henry F, DeBoest, Executive Director of Sales, Eli Lily and Company. 
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I am not so naive as to believe that we can sit here and solve 
the major illnesses afflicting our industry. Certain trends which 
control our future bear no relation to our own actions, and I doubt 
that we can muster enough courage to face up to these problems 
and strength to reverse the trends at this point in history. Never- 
theless, we must recognize our sysptoms and the problems they 
represent if we expect to give any direction to the future of drug 
marketing processes. 


Retailing 


The first and most readily apparent change in the pattern of 
drug marketing is in the place where the prescription is filled: the 
retail drug store. The pharmacy, long after the turn of the century, 
was a one-man operation, usually rather dark and perhaps a bit on 
the dingy side. Cigarettes and magazines didnot play a big role as 
traffic-builders, and most certainly there were no extensive racks 
of pocket books or the Mad humor of the contemporary greeting 
cards. The pharmacy moved just about as many proprietaries as 
ethicals; and, in fact, a pharmacist enjoyed a good day when he 
filled ten prescriptions and saw threescore customers come 
through his doors, There was, perhaps, a soda fountain with a 
marble top and three high stools with heavy-duty wire legs and 
back, 

The mahogany shelves were encased in glass, and somehow 
there was a cultivated aura of mysticism present which seemed to 
make people talk in lower voices, as ina temple. And in my mem- 
ory the pharmacist was treated with respect and deference befitting 
the keeper of the temple. Inkeeping with this mysticism, the phar- 
macy was in the back room, where the prescriptions could be 
compounded or assembled in privacy. There were no shopping 
centers in today’s sense of the word, and, of course, there was no 
problem in parking space. The average store included some 
1,500 square feet of floor space, which was, of course, covered 
with a white and black design in ceramic tile. This was the store 
of just four decades ago. 

Contrast this, then, with the average drug store today. Asa 
matter of fact, drug retailing has changed to such an extent that 
there may no longer be such a thing as an ‘‘average’’ store. From 
the departmentalized super drug store with 20,000 square feet of 
floor space, handling everything from color TV to crab grass 
killer, we can go to the cashier up front, overhead fluorescent fix- 
tures that bring the brightness of high noon into the store, and 
aisles between racks of exposed merchandise for self-selection. 
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The floors are of a modern composition tile. The camera de- 
partment has a full line of expensive cameras, There is a freezer 
for the self-selection of ice cream or even frozen chocolates. A 
counter of toys has all of the latest designs in model airplaines 
and hot rod racers. The fountain, of course, serves not only ice 
cream sodas and sarsaparilla but also light lunches, soups, salad, 
and hamburgers. And, of course, there are the pocket book racks 
and the racks of greeting cards. Even though it is only of interest 
in certain states, the drug store liquor department, which was non- 
existent in 1932, has become of great importance. 

Most significantly, however, the inner sanctum of the pharma- 
cist—the back room prescription laboratory—is no longer secret. 
The pharmacist is out in full view of the customer while he pre- 
pares the prescription. More often than not, the pharmacist 
spends most of his day in the prescription department, for he will 
regularly fill sixty prescriptions each day. Of special interest to 
his customers is the fact that they will seldom be asked to return 
the next day—or even in an hour. Rarely, in fact, will it be neces- 
sary for his customers to wait over five minutes to have a pre- 
scription filled—and this, I suggest, is one of the great strides in 
the distribution of medicine. Also of major significance is the 
number of drug items which are now in open display out in front of 
the prescription department. 

There have, of course, been many other changes which have 
evolved in the retailing of drugs in the past three or four decades, 
The discount houses have opened prescription departments; the 
grocery supermarkets are hammering away at the fringes. You 
hardly need to be reminded that hospitals are handling an increas- 
ing share of the business; vitamins are being sold at the corner 
gas station and from door to door; and we have even seen pre- 
scriptions filled, in a small way, by mail order. Another develop- 
ment which has not yet become of major importance is the in- 
creasing interest which industry and labor are showing in estab- 
lishing machinery to make drugs available to their employees and 
members. At the same time, a curious thing has been happening: 
there has been a steady decline in the amount of retailing done by 
medical practitioners in the form of dispensing. 


Wholesaling 


While these important bits of change and progress have been 
occurring in the retail drug field, there have been a few changes of 
special interest in the drug wholesale field, too. There has, in 
fact, been a revolution in the entire field of wholesaling in the past 
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forty years, and the casualty list has been both severe and sur- 
prising. In spite of the conflicting trends in wholesaling, drug 
wholesalers have managed to maintain and even increase their 
share of drug shipments to retail drug stores. 

One of the ways they have been able to do this is by the adop- 
tion of modern accounting methods and inventory control, which 
insure a more satisfactory turnover, At the same time, this has 
taken many slow-moving items off the wholesalers’ shelves, and 
in a very real sense the wholesaler has gone into competition with 
the direct seller for the ‘‘cream’’—the large order—while aban- 
doning, to a certain extent, his traditional position as a full-line 
service wholesaler. The economic necessity of this swing in 
wholesaling practice is proved by just a brief glance at the growth 
statistics of the average store. 

Of course, the most important change in drug wholesaling has 
been the speed-up in the number of deliveries. This increased 
service enables the retailer to operate on minimum inventories— 
one of several points, I might add, which many drug store econo- 
mists say nullify the so-called duplication problem. At any rate, 
wholesaler deliveries have now been stepped up to the point where 
in one major city an alert retailer can get eleven separate deliv- 
eries a day. He can truly operate on the wholesaler’s investment, 

In order to render this increased service which is demanded by 
retailers, a number of new operations which are known as pre- 
scription specialists have opened their doors in the past ten years. 
While the growth of these operations has not fulfilled some of the 
early expectations, they have been most effective in ceratin areas. 
They have, in fact, stimulated a number of traditional service 
wholesalers to decentralize their operations in order to operate 
smaller establishments closer to their customers. 

Some of the trends in manufacturing and retailing have also had 
their effect on wholesaling, and we see the wholesaler concentrat- 
ing to a much greater extent on prepackaged merchandise. Bulk 
chemicals are rapidly disappearing from the drug wholesaler floor, 
and, concurrently with this trend, a number of wholesalers have 
ceased the small-scale manufacture of syrups, tinctures, and solu- 
tions for retail distribution. As a generality, however, it seems 
fair to say that, insofar as his marketing patterns are concerned, 
the wholeslaer has steered a traditional course. 


Manufacturing 


Like its partners in the drug field, manufacturing has had its 
full measure of change. The growth of the industry is, perhaps, 
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most sensational here because of the mushroom development of 
some producers to multimillion-dollar centers of manufacturing. 

This growth and the success of research breakthroughs have 
directed most manufacturers into specialized lines and away from 
the full lines which were sold by most of the major manufacturers 
of yesterday. The resultant dangers of specialization have, at the 
same time, made themselves known in a few dramatic episodes so 
that the drug manufacturers are spreading their capital risk by 
diversification into proprietaries and other allied fields. The 
desire to diversify has also led chemical combines and others into 
the pharmaceutical field, so that we now have a two-way diversifi- 
cation trend, with big companies coming into the industry and the 
pharmaceutical companies moving outside. A new type of company 
has, therefore, developed in our industry, and it is one with en- 
tirely different management concepts. 

The success of research and the requirement that it be paid 
for have increased the importance of specialty products to the 
manufacturer and, therefore, have increased manufacturers’ re- 
liance on doctors to move their products. Instead of pushing the 
product through the channels, the major effort is now to pull the 
product through; and this change in emphasis has had far-reaching 
implications in drug distribution. 

This success of research has increased its importance in yet 
another way: research has become the ally of the salesmen. In 
a sense, research has become a marketing tool. Lest I offend any 
researchers, I hasten to add that, in quite another sense, market- 
ing has become a tool of research. At any rate, without attempting 
to establish either research or marketing as the senior partner, I 
would like to point out that the ‘‘image’’ of research has become of 
prime importance to most manufacturers. In an institutional sense, 
they are marketing research, But in the marketing of their speci- 
fic products, clinical research and the support of research data 
are used in a very real sense and have, in fact, become the most 
important ‘‘impulse’’ which is broadcast on the communications 
network of the drug marketing industy 

I doubt that I need to stress that, for the manufacturer, the 
intensity of competition has increased manyfold. More competitors 
playing for bigger stakes have put more pressure in the channels; 
and the rapidity with which a new product can be pulled through the 
channels has, together with the rapidity and quality of the research 
success, drastically shortened the life cycle of new products. In 
this day of celestial thought, if not travel, it is commonplace to 
deliver merchandise to any corner of the country in a few hours. 
This speed-up of transportation time—largely due to better high- 
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ways but impressively due to air travel—has reduced the time span 
of the distribution process; and, most assuredly, this has been a 
change of dramatic importance. 

While we are talking about marketing changes which have af- 
fected the manufacturer, I would like tomention one more which is, 
perhaps, no more applicable to the manufacturer than to the re- 
tailer and wholesaler. And this knowledge of the market. In- 
creased knowledge, as it affects the attitudes of distributors, 
stimulates many changes in the marketing patterns. Last Decem- 
ber at your Winter Conference one of the subjects on your program 
was ‘‘Marketing: a Maturing Discipline.’’ This is what Il am 
referring to here. A part of the maturity has been the increased 
knowledge, through market research, which has given marketing 
management a stronger control over the market processes, 


Three P’s in Pharmacy 


I am sure that you recognize that most of the changes I have 
mentioned are changes in the market itself and in what we might 
call the ‘‘personality’’ of the channels, rather than real changes in 
basic patterns. They are but symptoms of the more perplexing 
problems and the more dynamic changes which have led us to be 
what we are today and which will have increasing significance in 
our future. I would like to refer to these basic conditioners of our 
marketing processes as ‘‘the three P’s in pharmacy.”’ 

The first ‘*P’’? is Product. Today drug marketers are handling 
something which is dramatically different and new. You are all 
familiar with the statements of every drug manufacturer that 40 
per cent of his sales (or 35 per cent or 50 per cent) comes from 
products which were unknown five years earlier. The newness of 
the products or the rate of obsolescence is not the important point, 
however. There has been a change inthe value of drug products so 
that the modern high-potency product can be compared in no way 
with the drugs of just a few years ago. 

On the surface, this cahnge has been observed in a swing away 
from botanicals to chemicals and microbiologicals. Instead of the 
elixirs and syrups of a few years ago, we have the capsules and 
tablets of today. Beneath the surface, however, we have a more 
powerful, more potent, more specific, and more reliable drug that 
has conquered many diseases while reducing pain, shortening con- 
valescance, and lengthening life in many other conditions. This, 
then, is the real contribution of pharmacy and represents a change 
in the condition of the market which may very well be the mis- 
understood source of many serious conflicts. For example, the new 
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product has caused a shift in the economic cost of illness: TB 
sanatoriums are closing; doctor visits for infectious conditions 
are decreasing; and time lost because of illness from productive 
work is decreasing. 

At the same time, this new product has shifted the compounding 
and often the packaging back to the production center, so that this 
part of the manufacturing process is a fast-disappearing appendage 
of the distribution channel. Now, the advanced technology in re- 
search and manufacturing which has made the new-value product 
possible has, at once, complicated its distribution by making the 
selling of drugs a more technical and professional service. Then, 
since new wants can be satisfied by this higher-value product, the 
market size has increased, and we now have many highly success- 
ful products moving through the trade channels. 

In spite of the modern technology, the cost of bringing new 
products to market has steadily risen, for as they changed in form 
and complexity so also have they changed in cost just as a Boeing 
707 costs more than a Ford Tri-Motor, even though ‘‘generically”’ 
speaking, they are both airplanes, The new emphasis on research 
and its success in bringing improved drugs to market have, in fact, 
revised the whole concept of marketing. In a very real sense, the 
job of marketing has become one of making available the fruits of 
research, and this is vastly different from simply selling a mater- 
ial ‘‘thing.’’ 

The second P is people. There are more people in the United 
States today than there were thirty years ago. Supplying the 
180,000,000 citizens of today as compared with the 138 million of 
1930 is a much more complex operation. We see this in the distri- 
bution patterns of the larger urban developments—Los Angeles isa 
prime example. The complexities of distribution are compounded 
manyfold by population increases of more modest proportions. 
We have already touched on the first result of more people: there 
is more business per store, per wholesaler, andper manufacturer; 
and products move in large quantitites, The new product, having 
created vast new use markets, then, has many more people, too, 
and a greatly expanded total market. 

Simultaneously with the increasing number of people there has 
been a change in customer attitude. The changing social structure 
of society, which has brought with it such things as a greater in- 
terest in leisure activities and an increased ‘‘security’’ obsession, 
has decreased family ties; and in the minds of some people the 
care of our elder citizens should be a responsibility of the state 
in place of the traditional ‘‘old country’’-type obligation of the 
children, 
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Again, the success of the new product has resulted in a longer 
span of life that has changed the entire face of society. These 
successes and the success of the communications industry in get- 
ting information to all of the people have resulted in increased 
expectations with regard to medical wants and an increased interest 
in medical economics. Unfortunately, a great deal of half-infor- 
mation and misinformation has been disseminated along with the 
good information. As a result, the drug distribution industry has 
had to face up to the responsibility of distributing information as 
well as drugs. The recognition that information is an integral part 
of drug distribution is, it seems to me, more than a challenge of 
the future—it is a revolutionary change in the responsibilities of 
all of us in the drug industry, and the change is already taking 
place. 

Our third ‘‘P’’ in pharmacy is politics. In part, the increasing 
interest of government in the drug industry is a natural result of 
the economic and social trends which are at work. In part, itis 
due to the very successes of the industry in treating man’s ills. 
It is unrealistic to attribute the increasing interest to important 
failures of our industry. At the same time, the new product which 
has changed the face of society and shifted the patterns of medical 
expense must make us reflect on the question of the growing inter- 
est of government in the distribution pattern and the extent to 
whch it is a result of our own action or inaction. 


Increased Importance of Drug Marketing 


In my opening comment, I mentioned that drug marketing does 
indeed present a changing pattern. We have seen, however, that 
most of the really important changes in our industry have been in 
areas which have been outside the specific sphere of marketing 
patterns—product value, people in terms of increased numbers and 
changed attitudes, and politics in terms ofanew and active interest 
in the field of distributing drugs. 

We are left, then, with the question: ‘‘Have there been enough 
genuine changes in the basic patterns of distributing drugs?’’ I 
leave the answer for your consideration, 
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16. DRUG DISTRIBUTION — 
THE MAGIC PIPELINE 


Charles R. Beall* 


The best way to combat rising costs in drug distribution is 
for each institution to do what it does best even better. 
The manufacturer should concentrate on production and re- 
search, the wholesaler on efficient and economical distri- 
bution, and the retailer on professional services and sell- 
ing. Each of these institutions perform vital functions, the 
elimination of one institution would not eliminate the 
functions performed but would only shift their performance 
to another institution which may increase rather than de- 
crease costs. 


T is indeed a pleasure to appear before a marketing-minded, 

marketing-oriented audience. It leaves mefreeto move directly 
into my subject without debating the virtues and vices of an 
Affluent Society, with its fictional population of Hidden Persuaders, 
Hucksters, Status Seekers or Image Merchants. When these 
people are floating around and kicking their heelsin any discussion 
of marketing, they muddy the water and we lose some of the clear 
insights we should have about the movement of merchandise form 
the point of production to the hands of the consumer. 

We all know that today many aspects of marketing are mis- 
understood and misrepresented. Some of those book titles I men- 
tioned are excellent documentation for that statement. Con- 
structive criticism may be good for the soul, but, marketing men, 
it seems to me, have had an overdose of the other kind. Asa 
result, there is a very real danger that restrictive legislation, 
reduced incentive and the regimentation of supply and demand will 
throttle the energy of our industries, That energy, as we all know 
has created the most abundant economy and the highest standard 
of living the world has ever seen, That energy has licked most of 
the problems of mass production and is well equipped to serve the 


*Charles R, Beall, McKesson and Robbins, Inc. 
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needs of our expanding population. The principal problem now is 
how to market or sell the vast output of this manufacturing energy. 
I should like to address myself to this basic problem from the 
viewpoint of drug marketing. 

This past year has been referred to frequently as one of ‘‘mar- 
keting turmoil’’ for the drug industry. This might be voted the 
understatement of the year. With an informed audience like your- 
selves, I need not get into a review of the Congressional Hearings 
or the sensational publicity that resulted from them. But I would 
like to say that all marketing men—not just those concerned with 
drugs—should be concerned with the fall-out from these Hearings. 
I refer to some of the proposed legislation covering the use of 
brand names for pharmaceutical products, restrictions on adver- 
tising, and governmental determination of prices and profits. 

Some of the changes that are called for in the distribution of 
drugs are supposedly designed to solve broad social problems, 
such as, medical care for the aged. If these changes are imposed 
or find acceptance, we will, indeed, have a marketing revolution in 
the drug industry. As often happens in revolutions, there is a 
leveling that works toward the long-term disadvantage of the many 
with the hope of giving some advantage to the few. I do not think 
that we can afford any leveling in the quality of service in the 
vital business of health care. On the other hand, our industry has 
to take certain steps to convince the government and the public 
that the marketing methods now being used are efficient and 
beneficial to the nation and the individual consumer. We whole- 
salers consider ourselves to be very much in the marketing pic- 
ture. Distribution is the basic problem before the industry. As 
distribution specialists, we feel we have some good advice to offer 
to our manufacturing and retailing associates. 

The marketing of drug products is a very serious business. In 
no other field does the availability of a product have such crucial 
implications. All prescriptions are not emergencies, we will 
agree, but a discount house in the middle of a former corn field 
ten miles out of town can’t serve a mother stranded at home with a 
sick infant. Medicines have absolutely no value unless they are 
available when they are needed. 

We have a serious responsibility to see that the system of dis- 
tribution that supplies quality drugs when and where they are needed 
is not wrecked by punitive legislation or careless marketing 
practices. At the same time, we must tend to our responsibility 
to operate the best, most economical distribution system possible, 
and we must operate it at a profit. This means cooperation to 
reduce costs by simplifying the lines of distribution. Some of the 
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marketing plans for drugs that are now being advocated in certain 
quarters offer such dangers as the drying up of research, the 
weakening of quality control, and indeed the growing socialization 
of medicine. During this period when drug marketing was in the 
national spotlight, a few drug manufacturers hastily began to change 
some of their marketing policies—expediently rather than intelli- 
gently. These moves added to the turmoil and some of them are 
new being reversed, 

It is not enough for us who are closely associated with health 
services to criticize some of the so-called ‘‘corrective measures’’ 
schemes that are being aired at the local and national level. We 
have to demonstrate that our way is best in terms of the long- 
range interests of the American drug consumer. It is not perfect 
to be sure, but we need not cut down the growing tree to get rid of 
a few bad apples. Unreasonable pricing, uneconomical distribution 
and unethical advertising are indeed bad apples for any industry. 

What can we do about rising costs and, especially, about getting 
a better public understanding of legitimate marketing costs? Let’s 
look at these costs in the drug industry. They break down into 
manufacturing costs and distribution costs. All these costs in- 
gredients are necessary to the quality product and to the mass 
production methods of our American system. Trusted products 
contain this mix and they are known by prescribing physicians 
everywhere, stocked by retail pharmacies everywhere, and thereby 
available everywhere to the consumers who need them. Take out 
any element of this mix and it is the consumer who really loses, 
Could we perhaps reduce some of these costs without wrecking the 
profit structure which keeps our industry alive and productive and 
without wrecking the system that has served our nation’s health 
needs so well in the past? I think we can. I’d like to demonstrate 
this claim with another bottle, and another efficient marketing 
mixture, if you please. 

We think that costs can be reduced by each segment of this 
great industry of ours doing what it does best! All of us know that 
loud demands for reduced prices on drugs are increasing pressure 
on profits. These pressures affect every level of our industry. 
The manufacturer, for example, will tell you about the increased 
costs of raw materials, the rise in advertising expenses, mounting 
research costs, the demands of the labor unions and the growing 
burden of governmental regulation and restricition. The retailer 
complains of pinched profits from higher operating costs and 
keener competition. And, of course, the wholesaler is also feeling 
these pressures. In fact, you might say he is getting them from 
both sides, 
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How can we meet the rising costs of production and distribution 
in an era of price-cutting, profit-shrinkage and close public 
scrutiny? We in McKesson & Robbins are urging each segment of 
our industry to do what it does best. With manufacturers concen- 
trating on distribution, and with retail pharmacists concentrating 
on professional service and selling we believe the drug industry 
can cut costs, improve profits, and provide better service to the 
customer. Is this argument valid? What about direct selling? 

Say a leading manufacturer of drugs is interested in increasing 
his direct selling activities and sets up depots to handle the distri- 
bution job for his products. He thinks it is efficient marketing 
to circumvent the wholesaler. These depots cannot compete with 
the wholesale house on a service basis, so the manufacturer 
changes his discount schedules to put his depots at an advantage 
and wholesalers and their customer-retailers at considerable 
disadvantage. Sometimes it happens that these discount changes 
are billed as price reductions whereas they often represent in- 
creased costs to the pharmacist and no benefit to the consumer. 
How much more the industry and the consumer would benefit if 
this manufacturer stuck to his specialty, the manufacture of anti- 
biotics and the creation of demand by detailing of doctors and 
other forms of sales promotion. 

Another example, the retail pharmacist, who is interested in 
improving the profits of his store, spends more and more of his 
valuable time and energy in chasing the lures of direct sellers. 
He ties up his working capital in bulk stocks which appear to be 
profitable buys. The catch is, of course, that no real profit is 
credited to the retailer’s bank account until these goods are sold. 
Meanwhile, his potential profits are being steadily reduced by 
demurrage and by the missed opportunities to turn over his 
investment in merchandise. In addition, his selling time is being 
shortened by the demands of inventory-taking, multiple delivery 
and invoice checking, and all the other burdensome details of the 
retail operation. A recent Lill ad pictured this man as a “ONE 
MAN CIRCUS’’. A full-line full-service wholesaler (a distribution 
specialist) could lighten his load. Here again, the retailer fails to 
specialize, to do what he can do best to render professional 
service and sell. 

Doing what we do best is really specialization. All about us we 
see a growing specialization in just about every field of human 
endeavor. It is no longer a trend, it is a fact of our economic life. 
So my advice is put a little more specialization to work in market- 
ing. You will say, ‘‘Oh, it’s not that simple’’. If you mean over- 
night change of deeply entrenched habits, you are probably right 
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it is not that simple. But, with so much interest in marketing 
costs, we have to find better and more economical ways of moving 
merchandise to the consumer. Certainly we are under pressure 
to do this in the drug industry. 

What, then, about the middle link in the drug marketing chain, 
the wholesaler? Is he without fault or weakness? Of course not. 
Let’s agree that for many years many wholesalers were merely 
order-takers. Let’s admit that many shortliners came into exist- 
ence to fill gaps left by deficiencies in our operations. In the past 
20 years, however, there has been a revolution in wholesaling. 
Wholesalers have become retail-minded, and have greatly expanded 
their services and improved their efficiency. Today the retail 
druggist is backed up by a wholesaler team. Many wholesalers are 
now merchandising experts, well equipped to assist and lead their 
customers to larger volume sales. Wholesalers have also become 
better buyers. By that I mean they are exerting a strong influence 
on manufacturers to make sure that the products offered for retail 
sale are attractively packaged, properly merchandised, and good 
bets for consumer acceptance. Wholesalers are practicing their 
specialty: the efficient and economical distribution of goods, They 
have reduced the number of ‘‘omits’’ in orders, they have contin- 
ually improved their order-taking, order-filling and invoicing 
methods. They have broadened their lines to meet retailer needs 
and they have continued to carry the slow-movers, at an actual 
loss, to make sure a particular item is on hand when the retailer 
calls for it. With this, they offer valuable services to retailers in 
such areas as trade promotion activities, store modernization, 
retail sales, clerk training, management counseling and many 
others. Wholesalers are truly marketers of products, not merely 
sources of supply. We have earned the right to be called market- 
ing men, not middlemen. 

Drug wholesalers have been extending their operations to get 
closer to their customers to make sure that service was prompt 
and economical. As a result, we have in this country today the 
world’s greatest and smoothest pipeline for the nation-wide move- 
ment of drug products, It is, in deed, a magic pipeline. 

Any size order goes through this pipeline. It accommodates 
vital pharmaceuticals (even those requiring special temperature 
control)—over-the-counter remedies that enjoy wide demand or 
special area demand—toiletries and cosmetics in the variety 
expected by American consumers, and sundries from valuable 
underglass items to assortments for floor display. 

This pipeline is really a gigantic distribution network, it is in 
place, in top form, but it is not being used to its full advantage for 
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some of the reasons I’ve touched on earlier. This magic pipeline 
is, of course, the full-line, full-service wholesale druggist. These 
distributors are keeping this pipeline in good shape and they are 
extending it as the need arises. 

When manufacturers and retailers make greater use of it, 
operating and distribution costs can be reduced. It is amazing to 
many of us that at this late day, with so much hard-earned experi- 
ence under the belts of our marketing experts we are still pressed 
to justify the existence of the wholesaler. The truth is if we didn’t 
have a wholesaler, we’d have to invent one. Here’s why, in very 
simple terms: Say 5 or 6 manufacturers wanted to reach 20 or 30 
drug stores with their products, they wouldhave this kind of distri- 
bution network. The traffic gets a little complicated and the move- 
ment of merchandise is grossly inefficient. So they decide on 
some king of strategically located assembly and distribution point 
for large shipments. From these points, the small shipment orders 
can be handled efficiently. They have ‘‘invented the wholesaler’’, 
He is still there—because he was necessary and because he has 
performed well. Yet as soon as business goes a little soft, the old 
cry about eliminating the wholesaler is heard again. Usually, and 
ironically, it is associated with the effort toreduce costs of distri- 
bution and bring prices down to benefit consumers. 

The record plainly shows that mass production has brought 
down the unit price of the products we enjoy. The same principle 
applies to distribution-—-the most efficient, and therefore, the 
least costly kind is the mass distribution methods of wholesalers. 
The best evidence for this claim is the growth record of whole- 
saling in this country. Wholesalers have grown because they have 
earned their keep, proved their value, and moved with the times. 
Despite persistent predictions of doom, the wholesaler is here in 
greater numbers and in healthier condition, from the standpoint of 
business volume, than ever before. 

In the past 20 years, the number of merchant wholesalers of all 
kinds serving the American public increased from 100,000 to the 
latest business census figures of 185,000. Their annual dollar 
volume increased from $22.5 billion to $120 billion, while the 
number of employees engaged in wholesaling increased only from 
one million to 1.82 million. We think that speaks well for operat- 
ing efficiency. Put these figures alongside the manufacturer’s 
production figures for the same period and you find that the gross 
national product increased 480 per cent, while wholesaling volume 
increased a striking 533 per cent. These statistics demonstrate 
that wholesalers are assuming an ever-increasing importance in 
our marketing complex. We expect this trend to continue for these 
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reasons: First, distribution expenses will continue to rise along 
with increases in labor and transportation costs and more manu- 
facturers will seek wholesaler services to get their products on 
the market at the lowest cost. Second, heavy investments in adver- 
tising, particularly through the medium of television, call for 
prompt, nation-wide availability of a product if the advertising is 
to pay off. The wholesaler is best equipped to provide that price- 
less ‘‘availability’’, Third, enlightened manufacturers and retail- 
ers are leaning toward the profit-accounting theory that calculates 
profits in terms of ‘‘return on investment’’ rather than ‘‘return on 
sales’’, When ‘‘return on investment’’ isthe measure, wholesalers 
emerge as a new source of profit improvement to both the direct 
seller and the direct buyer. Fourth, wholesalers themselves, are 
going to be more discriminating in providing services. In their 
own self-interest, they will have to stop scattering good seed in 
parched fields. Selectivity must be practiced so that expensive 
services are not wasted on unprofitable accounts. Fifth, whole- 
salers are going to keep that magic pipeline polished for the 
abundance of goods that must move through it in our expanding 
economy. Another important reason for wider use of wholesaler 
services is money management, All of us—manufacturers, whole- 
salers and retailers—are being forced by economic conditions to 
make the wisest possible use of our capital. It is difficult to 
finance new growth and none of us can afford to tie up funds in 
unprofitable ventures. Nor can industry afford to duplicate the 
distribution facilities that are in place. 

What does this add up to? How does increased use of wholesale 
services cut distribution or market costs? Well, the answer is 
elementary, just as goods are distributed widely through the pipe- 
line so are the costs distributed among those who use it. No 
manufacturer can afford to maintain the stockpoints, to employ the 
salesman, to operate the trucks that are represented by the full- 
line, full-service wholesalers in his industry. The greater use we 
make of available resources, the less these resources cost any of 
us. The argument for increased use of wholesaler services to 
reduce operating costs is equally true from the retailer’s view- 
point. When the retailer makes relatively small purchases of a 
variety of products from different sources, this retailer makes his 
account a costly one to serve and he will not be treated an an im- 
portant customer. However, when he consolidates these purchases 
through a wholesaler, his account becomes one of importance and 
one that is served economically. He, too, is benefiting from the 
distributed costs in the wholesaling operation such as buying, 
stocking, shipping and so fourth. 
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These are the economics of the magic pipeline—the wholesaler 
route to the consumer. No one is in a better position to help the 
retailer and the manufacturer cut costs than the wholesaler. Yet, 
time after time, he short-circuited. The traditional phrase is 
‘‘going around the wholesaler’’. The truth is that neither the 
manufacturer nor the retailer goes around the wholesaler without 
taking part of wholesaling costs with him. These costs come 
higher when they are not distributed equitably as they are by the 
distribution specialist. 

It was not my intention to make a special plea for wholesalers 
on your program today, but frankly, I don’t see how any serious 
discussion of marketing can fail to take wholesaling into account, 
I have tried to acquaint you with the changing patterns in whole- 
saling because some marketing men act as if they thought today’s 
wholesaler was still the unproductive middle man of 30 or 40 years 
ago. I have heard wholesalers say in their own defense, that the 
retailer should remain loyal to his wholesaler because of the many 
years during the depression when he was carried by the wholesaler. 
I have also heard wholesalers tell manufacturers that they should 
remain loyal in memory of the days when they needed the whole- 
saler for quick distribution of a new producti to all areas of the 
country. I make no such request for support based on sentiment, 

I invite retailers and manufacturers to examine realistically 
their own self-interest in a policy of distribution based on a full 
use of the facilities of this country’s full-line, full-service drug 
wholesalers—all 325 warehouses, There isn’t a doctor or a drug 
store anywhere in the country more than a few hours away from 
one of these wholesalers. 

The small chain retailer who builds a monument to himself in 
the form of a warehouse without calculating his true expenses is 
creating high costs and high prices. The manufacturer who sets 
up a chain of depots and then tries to justify them by forcing dis- 
tribution through them is guilty of the same self-deception. 

It seems to me that many marketing men have a blind spot as 
far as wholesaling is concerned. For example, they will be well- 
informed concerning the revolution in retailing that is still under 
way; they are experts in such matters as motivational research, 
advertising impact, impulse-appeal packaging, etc; they are well 
acquainted with manufacturing techniques and consumer preferences 
by geographical region. All of these things are concerned with 
mass production and creation of mass demand. What is missing, 
of course, is mass distribution. 

Many of those who invested some part of the $12 billion spent 
for advertising last year have never taken the trouble to sit down 
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with a wholesale distributor to work out the kind of distribution 
pattern that insures a payoff for their advertising dollars. Martin 
Kaiden, a member of the Time-Life International marketing team, 
said in a recent article in Printer’s Ink magazine: ‘‘Advertising 
cannot pass a miracle. It cannot overcome lack of distribution or 
sell a product that is not available.’’ 

Believe me, gentlemen, when you think of mass distribution, 
think of the wholesaler as the man who can add that priceless in- 
gredient to any product—availability. Without that, your claims for 
quality of product, your packaging and your advertising are all 
wasted. The wholesaler can help you get your product where it is 
wanted, when it is wanted, at a price the consumer can afford to 
pay. For my money, that is the best definition possible for 
successful marketing. 


17. THE FUTURE ROLE OF THE 
INDEPENDENT PHARMACIST 
IN DRUG RETAILING 


J. Martin Winton* 


Factors which are important to the future of the independ- 
ent pharmacist are the realization of the need for trained 
professional pharmacists and the need for pharmaceutical 
service insurance by the public. The public should also 
be cognizant of the advantages that resale price main- 
tenance legislation offers. The successful independent 
pharmacist may not be in the best location, his inventory 
may be limited, but if he is a good neighbor and nice to 
you, he will be around a long time. 


HY was I asked to be with you on this program? Well, I may 

be the last of the little people; the individaul ... the small 
business man who is still around after some thirty-five years of 
depressions, wars, inflation, good economy, bad economy, govern- 
ment agents, taxation, politics and mild socialism. A necessary 
part of the changing pattern... past, present, and future. 

May we discuss three things today that are important to the 
pharmacist, the owner of the neighborhood drug store, and to you, 
the members of the American Marketing Association. Let’s talk 
about: 


1. The future for the independent retail pharmacist. 
2. Pharmaceutical service and the public. 
3. Big government, big business, big labor and profit. 


What is the future for the independent retail pharmacist? What 
can he expect to happen to his profession during the next ten years? 
I have been hearing economists and government experts at 
public and private meetings during the late 50’s and the turn of the 
60’s referring to the next ten years as ‘‘the golden sixties,’’ ‘‘the 
soaring sixties,’’ and ‘‘the thirty-five hundred and sixty wonderful 
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tomorrows,’’ This to me is typical. You don’t have to be a smart 
business man to understand what is being said. The economist, 
the pharmaceutical manufacture and the leaders of the medical 
profession all agree we are going to have better medicine, better 
pharmaceutical service and finer pharmaceutical products for 
better living during the next ten years. Ido hope that the people 
responsible for the promotion and the advertising of these products 
and services to you, the buying public, will clean their plows a bit. 
How can these experts see this rainbow? Where does it start? 
Where does it end? 

Let’s agree, population is the starter and population is the 
stopper. Fifteen million people in California in 1960 may very 
easily become twenty-five million in 1970, and our national popu- 
lation of some 175 million today may mean 230 million some 10 
years from now. Will all of these people be looking for a better 
standard of living? ... will they see their physicians?.. . their 
dentists and their pharmacists more regularly? Are they going to 
be more interested in the health programs of our nation? 

The answers to these questions will be up to you as a part. of 
this new population. Will all of these people be interested in pre- 
paid medical insurance that can and must include prepaid pre- 
scription service? I am sure they will be. The present population 
has during the last ten years, but unfortunately, leadership in the 
field of the responsibility of medicine has been slow to get off the 
ground. Big labor in metropolitan areas and some agencies of big 
government have forced the issue. Because our public is employed 
at more jobs providing these medical services, the greater the 
demand will be for prepaid medical insurance including prepaid 
prescription service. This is the pharmacists and the pharmaceu- 
tical industries big challenge for the ‘‘60’s’’: A method which 
professional pharmaceutical service insurance can be provided for 
our growing population. 

Our economy and our pharmaceutical educational institutions 
will have to grow at a spectacular rate. Big population is certainly 
no guarantee to health or financial responsibility. To get this 
pharmaceutical service and this better health opportunity for all of 
our people let’s ask the independent retail pharmacist in all com- 
munities, large and small, for two things: better pharmaceutical 
education and better pharmaceutical service. 


Pharmacy Profit Through Fair Trade 


If we can continue under a free enterprize system competition 
at the retail level will take care of the cost. Too few people have 
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a working knowledge of the retail drug business, The present 
enrollment at our schools of pharmacy are filled and with our 
intern pharmacist program lagging, it is only reasonable that 
pharmaceutical education will be even more important in the 60’s 
than ever before. Dangerous drugs, hypnotics and narcotic drugs 
must be recognized for what they are, life giving or life taking. 

The public must demand trained professional personnel for the 
distribution of these prescription drugs. There are people within 
our government who fail to understand that prescription drugs and 
services can only be classified as dangerous. Some of our elected 
officials have found prescription drugs to be sensational and of 
value in political campaigns. But in regards to statements on re- 
search and therapeutic value I am afraid their imagination has got 
the best of their better judgment. Distribution of dangerous pre- 
scription drugs to the public can not be delegated to untrained 
persons, 

We are all aware that profit is the basis for the free enterprise 
system. Industrial growth, expansion, and research must come 
form profit. Profit is a word eliminated from most government 
agencies except at tax time. Profit, from pharmaceutical service 
is needed to give our growing population the drugs of tomorrow. 
Yet, profit has been disappearing from the business climate of 
retail pharmacy. The less ofbusiness profit and the reaction of the 
pharmacist during the past thirty years has been understandable. 

The reaction of some economists, educators, elected officials, 
and members of the bar is becoming much more difficult to under- 
stand. The continuous elimination of the opportunity for the in- 
dependent neighborhood drug store, the main street apothecary 
shop and similar distribution centers created the need for price 
stabilization of fair trade legislation. Too few people do or want 
to understand the principal of this legislation. It is the basic right 
of the manufacturer to control the resale price of his commodity 
by legislation protecting his good name and his trade mark in free 
and open business competition. The failure of government, econ- 
omists, educators and lawyers to understand this principal as 
being in the best interest of the American public has caused some 
of the news media of our nation to create an image of fair trade, 
which has been unfair and unrealistic. The deterioration of fair 
trade at the wholesale and retail level has brought about mergers 
at both levels which has been injurious to the orderly distribution 
of pharmaceuticals. 

The vast number of retail stores and professional service 
agencies that could have benefitted the population on the main 
streets of Americancommunities are no longer around, Why aren’t 
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these people in business on your main street? Profit, the ruler of 
business efficiency, profit for overhead, for future expansion. 
Yes, profit is the cause of the lights on main street. But, due to 
the lack of profit many wholesale and retail distribution centers 
have gone by the board. Believe me, the lights are dim for the 
little man on main street who is undercapitalized and by his very 
nature of being a good local citizen is discriminated against by big 
business, big labor, and big governmental agencies, who have to 
have and get special interests. As these special interest groups 
have forced profit from the picture of wholesale and retail dis- 
tribution, multiple wholesale pricing practices have developed in 
the drug industry. Manufacturers have shifted the distribution of 
pharmaceuticals from the legitimate wholesaler to the retailer at 
a supposedly wholesale cost. To my knowledge, the majority of 
pharmaceutical manufacturers have some five wholesale prices. 
Prices established in their desire to be competitive for the phar- 
maceutical distribution to government agencies, wholesalers, 
hospitals, physicians, and retailers. 

This situation is not condusive to good business practices and 
even though some agencies or distributors have a price advantage 
they do so at the expense of the small business man and you, the 
buying public. Multiple wholesale pricing by pharmaceutical manu- 
facturers and the distribution of their products by agencies of 
governments as well as by establishments owned or controlled by 
members of the medical profession are fast establishing a distri- 
bution problem not in the best interest of our public. 

To say a physician may own and control a retail pharmacy as 
long as he does not financially exploit the patient may be ethical in 
the minds of the American Medical Association, but to the buying 
public and to the taxpayer the physician owned pharmacy will not 
long be tolerated. Pharmaceutical services paid for under the free 
choice medical system by state and federal agencies must indicate 
that a conflict of interest can not exist between professional people. 
Are physician owned pharmacies a threat in California? Recent 
reports indicate that they have increased by approximately 40% in 
the past 10 years, obviously a definite trend is now established. 

During the last few years we have seen the establishment and 
the failure of some supermarket drug operations; the one stop and 
shop syndicate owned property with full-scale promotional cam- 
paigns that offer no chance for the individual to participate in own- 
ership except as a tenant. Modern planners and economists give 
little or no thought to what these establishments would do to the 
older sections of our cities and what services they would require 
at the expense of all of the citizens. This is an operation where 
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the consumer is regemented, lined up, given a wagon and shoved 
into line to select unknown brands. The citizen uses his own 
judgment, good or bad. He will wait on himself, and then be asked 
to pay for the privilege of shopping after standing in line ata 
check stand. The busy cashier may or may not include all the 
items around the cash register as well as the purchases made by 
our friendly citizen who it seems is more interested in the trading 
stamps he may get than in the quality of services he receives. If 
he picks up drug or health items along with dog food, garden hose 
and sani flush how does he obtain the professional service so vital 
in the distribution of pharmaceuticals? If he is short of funds who 
does he see to charge the baby aspirin, located on the high gondola 
with the fly spray. This may be modern merchandising, but is it 
modern pharmacy? 

The continued distribution of pharmaceuticals on this basis has 
brought about the discount house and the mail order operator. A 
system that may be operating in alowrent district with a minimum 
of personal and non-existant service where shopping privileges 
are restricted by the owners to members only, a very select group; 
anybody with a buck or two, Legitimate manufacturers and distri- 
butors are extremely wary of this type of operation for pharmaceu- 
tical service. Why? Limited trained personnel, lack of personal 
service and very little or no personal interest in you, the con- 
sumer ! 

The successful independent pharmacist may not be in the best 
location in your community, his inventory may be limited, but if he 
will be a good neighbor, a good citizen, and nice to you the consu- 
mer, he will be around a long time. It is not supprising what 
people remember about the small neighborhood pharmacist. His 
personal interest in you and your family, his knowledge of your 
problems, his willingness to listen, his relationship with your 
physician and his ability to be in the right place at the right time is 
his common way of living. Sure, he has cashed your checks, 
charged your drugs, loaned you money, rushed your delivery, 
watched your kids grow up, worked long hours and taken your after 
hour calls. Why? Because he is your pharmacist. He has been 
around when your personal emergency arose. Think it over, has 
your independent neighborhood pharmacist become rich or impor- 
tant from the services you and your family have received? You, 
the consumer, the most important part of any independent phar- 
macy —will set the service standards for tomorrow. 


18. EFFECTIVE RETAIL DRUG 
SALESMANSHIP TODAY 


Paul Kalemkiarian* 


The changing pattern of drug marketing creates many prob- 
lems for the pharmacies including the changing sales pic- 
ture. The sales person and his conduct has been influenced 
by such changes as advertising that creates pre-sold mer- 
chandise, self-service, and mass displays so that sales peo- 
ple are now often only check-out clerks, A revision in 
qualifications and training for sales people is needed and 
such revision provided by manufacturers should help pro- 
mote their products. 


N the days when most drugstores were pharmacies; i.e. their 

main concern was medicines, either prescriptions or patents, 
along with a few allied items, the sales were handled on a ‘‘ser- 
vice’’ basis (vs. self-service). These stores were ‘‘service 
stores’’, as we call them today. The customer asked for an item 
or asked the advice of a salesperson regarding an item for a 
certain purpose; the salesperson fetched the item, did any recom- 
mending that was necessary, and consumated the sale. To further 
develop this technique, the salesperson was taught to suggest to 
the customer the purchase of the large size of any product; and to 
create more sales by suggesting the purchase of related items. 
This type of selling required a personal knowledge of the products 
in the store, and training in the art of retail selling, either in the 
form of apprenticeship or formal training. The good ‘‘service’’ 
salesperson soon realized that he or she had a special problem in 
the drugstore; to keep the customer happy was rather difficult, 
because they generally were not feeling well. It must be remem- 
bered at this point that many manufacturers depended solely on 
these salespeople to promote and sell their products. The sales- 
people in the drugstore were introduced to the product in some 
fashion or another, and they then promoted the product to the 
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consumer on its merits, or its profit margin. This personal serv- 
ice selling is a warm relationship, It has a natural salesperson- 
customer rapport. 

To do bigger things, better and faster, as we always strive to 
do, and do so well, we found ourselves in a transition from service 
to self-service, from personal to impersonal selling. To stimulate 
this, we developed heavy consumer advertising campaigns and 
established the pre-sold merchandise concept. Personal selling 
techniques were interpreted into self-service techniques; thus, the 
evolution of mass display, impulse item promotions, and related 
item displays. These, along with many other factors, like, con- 
stant addition of lines and departments in the growing drugstores, 
the packaging improvements, the shopping center locations for 
one-stop shopping and the rapid pace of product birth, all contri- 
buted to the tremendous change in the image of the American drug- 
store. 

There is one phase of drug retailing that has not fully met the 
changes. Drug retailers have not met the challenge of training 
better retail sales personnel. In fact, it is my opinion that the 
public is being served worse than they used to be, despite the fact 
that the overall picture is better, due to the other merchandising 
factors involved. Let us concern ourselves with a customer, Mrs. 
Jones. She does most of the drugstore shopping for her family. 
She likes the new super drugstores, because she can set her own 
shopping pace. She likes the bright, clean displays, and appreci- 
ates the opportunity of self-selection. She is motivated in her 
selection by one or more factors; among these are: previous ex- 
perience or recommendation, previous exposure to effective 
advertising, on the spot motivation by her senses, or by inquiry 
and salesperson recommendation. 

The first three factors are really in good shape. Your mar- 
keting and merchandising men have seen to it that you depend on 
your own efficient efforts and methods to keep the market growing 
and prospering. The latter factor, that of the salesperson and his 
or her conduct is lagging in progress, and considerable improve- 
ment is necessary. To be convinced of this, one only has to run a 
drug shopping survey with the salesperson’s conduct as the objec- 
tive. You will be amazed Iam sure. Salespeople at the check-out 
registers are pressed, and have to operate fast. It is natural for 
them to be hurried, short in their answers to questions, with the 
following frame of mind: ‘‘Lady, this thing, (that I don’t know 
much about) costs 98 cents, do you want it or not? I am here to 
take your money.’’ The few shelf stocking clerks are kept busy 
with their chores of inventory control and housekeeping, and they 
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are usually more concerned with their duties than the customer. 
The pharmacist in the prescription department, who isthe only one 
who can answer some of the technical questions, is either kept 
busy ringing up general merchandise at the prescription cash 
register, between filling prescriptions, or else he builds a wall 
around the prescripton counter and says that he was hired to run 
the prescription department, and that the general merchandise 
manager is responsible for the rest. 

It seems like the growth and complexity of the drugstore today 
has forced the proprietor to neglect sales training. Since the 
shelves have to be full, and the cash registers manned, these two 
functions have been the main training efforts of the proprietors or 
managers. This is seen especially in the large, general, indepen- 
dent drugstores. Their owners are kept busy with the responsibil- 
ity of operating a large store and trying to be an expert in many 
fields. The quick delegation of saleswork, without the necessary 
follow through and upkeep of sales training, seems to be an easy 
way out. Chain stores seem to be somewhat the same way too; 
since their managers are kept busy with detail, and rarely can get 
to do any sales training themselves, However, there are continuous 
efforts by the centralised management of chain stores to conduct 
sales training programs. In the prescription pharmacy or apoth- 
ecary shop of today, the old service type operation is still prac- 
tised as a matter of necessity, and the close rapport of the sales- 
person-customer has not been disturbed. Here the quality of 
salesmanship remains under control, due to close supervision. 
There are however certain areas of imporvement that I have 
advocated in my teaching at the University of Southern California 
School of Pharmacy. They have proven effective as I observe my 
students in the field. I will delve into this a little later. 

Now, what is needed? Better training of all retail sales per- 
sonnel in the drugstores of today, with some specific help from the 
manufacturers and the marketers. 

The retail store proprietor or manager must be shown the 
shortcomings of the salespeople today (he might be recognizing it 
because of increased sales due to the merchandiser’s efforts, not 
his) and the gap that exists in the sales picture today. He must be 
motiviated to train them in the art of salesmanship and in the 
modified art of self-service selling, but mostimportant, to impress 
on them, to know their products first. This is important; impor- 
tant in the drug business particularly; since the items are health 
items. They must know when to refer customers to the pharmacist, 
and they must realize the implications of the Food and Drug Law 
as well as State Pharmacy Laws. They must realize that some of 


‘ 


160 EFFECTIVE MARKETING COORDINATION 


the people they serve are sick, and to handle them accordingly. 
All these are in addition to the many necessary prerequisites that 
retail people must have. These are commonly described in sales- 
manship textbooks and articles. 

In the prescription department of large general stores, as well 
as in prescription pharmacies, a particular problem has been 
emerging. The prices for better medicines today are higher than 
the older ones. This isnatural and understandable to us. However, 
the consuming public in purchasing a prescription that they really 
do not want to buy, incorrectly consider the price exhorbitant. 
Thus, the professional pharmacy faces a problem. A problem it 
can only solve by doing a better selling job and rendering better 
service. The impersonal selling of prescriptions through a drug 
clerk should be eliminated. The pharmacist should see the patient 
personally and try to reassure the customer of the important value 
of the drug. He should also spell out the proper directions for use 
plus any other phases regarding the drug that are within the realm 
of practice. Customers must be made to feel they are getting a 
special service when they buy a prescription. This is not neces- 
sarilly the case today. I think this is of primary importance, 

In the field of retail drug sales-training, there are several 
helpful publications, booklets and pamphlets. I can commend one 
particularly. A sales-organization in New York publishesa manual, 
plus a monthly booklet for the salespeople of the stores that sub- 
scribe to the service. The manual needs modification from the 
service to the self-service concept, but otherwise, it is very 
useful. Several drug manufacturers also supply various booklets 
regarding drug salesmanship in one form or another. Only two 
manufacturers to my knowledge, make an effort to inform sales- 
people directly. Usually they ask the store proprietor or manager 
permission to detail the salespeople in the store, regarding their 
products. One of these companies also prepares special product 
information sheets directed to the lay salespeople. Several special 
product manufacturers, like those who manufacture cosmetics, 
hair dyes, photographic products, etc. hold sales clinics and invite 
drug clerks to attend. 

There is room for considerable product promotion that can 
originate from the manufacturer, using the retail drug personnel 
as the medium. Furthermore, the drug manufacturer can devise 
various stimuli that would motivate the drugstore proprietor or 
manager to activate various sales-training programs which will 
include the manufacturers product. The present sales clinics 
conducted by the few special interest groups can be conducted by 
more manufacturers, 
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In summary, we need an emphasis on developing drug sales 
people rather than check-out clerks, so that they can play a better 
role in drug marketing. 
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19. A UTILITY TURNS A 
MARKETING CORNER 


John E. Wells* 


Lacking the stimulus of agressive selling during the war 
years and of competition immediately after the war, a sales 
minded attitude was difficult to develop. Soon many 
customers either owned or rented services from other con- 
cerns that would have represented $100 million gross reve- 
nue to us. Through sales training, better servicing, and the 
greater recognition of marketing by management in the 
development of marketing departments we have had a 
reawakening and have moved ahead. 


R. Dignan, our chairman, concluded that, the very fact the 

Bell System has set about to change itself into an aggres- 
sive, competent marketing enterprise would put me in a position of 
telling our story and that our experience might be of value fo you. 
As regulated industries in the service business, and in the com- 
petitive world, there is a strong parallel between the Bell System 
and other utility companies. 

Because I am best acquainted with the story as related to the 
Southern California operation, I will use this locale as the back- 
ground, while at the same time bringing out Bell System-wide 
action which is important to the changes that have taken place. 

Now, from the way I am starting out, you may get the impres- 
sion that selling is a brand new function in the telephone industry — 
it really isn’t! As a matter of fact, my first job with Pacific 
Telephone was as a salesman for yellow pages advertising, and 
that was 25 years ago. However, the classified advertising sales 
operation was then, and still is, practically speaking, a business 
within a business. It started when someone decided to try and off- 
set the cost of printing directories by selling ‘‘ads.’’ The idea 
turned out to be most fruitful, and today we not only pay for the 
cost of all our directories but also add something to earnings 
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which in turn helps to keep the cost of telephone service down. 
The advertiser gets his money’s worth too as evidenced by the 
growing size of the yellow pages books. 

I think we here in Southern California are fully professional in 
this type of selling, and my claim can be measured by comparison 
of results with highly regarded national sales organizations, like 
the Ruben Donnelly Company, who handle directory sales for some 
of our Bell System operating companies. 

Although the directory phase of the marketing manager’s job 
here in Southern California involves about 1,000 people, anda 
$13 million annual operating budget, I do not intend to discuss it 
further, because our main business is communications, and itis 
this side of the business which has effected a dramatic marketing 
change in the last couple of years. To help you visualize the 
magnitude of this change, I want to go back and sketch for you a 
quick picture of what our sales program has been in the past. 


Order Taking to Selling to Order Taking to Selling 


It was as late as 1928 before our firm, then known locally as 
Southern California Telephone Company, organized a sales force. 
It numbered about 10 representatives, who were charged with the 
responsibility for calling on large switchboard customers. There 
were some additional personnel identified as a part of the sales 
organization, but for the most part these people devoted their 
time to sitting in the office waiting for the customers to come in 
and place orders, 

When the depression hit, the company stepped up its selling 
program to include door-to-door non-user canvas, long distance 
stimulation and a saving disconnect campaign. This sales force 
was comprised largely of men from various operating departments 
who otherwise would have been without jobs. They were installers, 
clerks, technical people and the like who, for the most part, were 
anything but salesmen. They received one or two days of training 
and were on their own, 

It was a desperation kind of sales activity, but out of this grew 
the need for sales training classes and selling practices which 
were the forerunners of what we know today. 

As the economy came out of the depression years, the Southern 
California Area followed a Bell System-wide movement toward a 
more formalized treatment of the selling job. Our accounts were 
divided into broad categories of large, medium and small business. 
A separate selling group was formed to handle private line, TWX 
and other special services. This was the beginning of market 
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identification and the separation of our forces into projects 
identified with the hardware and services in our line. 

Between 1935 and 1940, the sales force grew from what was 
essentially a staff function to a group of about 100 people who were 
accountable to a General Sales Manager. It still was true, how- 
ever, that nearly all of our business was of the offered variety, 
and while upselling and stimulation of additional service require- 
ments were a measure of a salesman’s ability, none-the-less, the 
men in this group were by and large order takers, and the person- 
nel not always the pick-of-the-crop. The General Sales Manager 
was responsible to the General Commercial Manager who had 
broad responsibilities for other functions and the net result was a 
second-class citizenship for the selling operation. 

Then came the war years when most new communications 
services were channeled into the defense effort. Aggressive 
selling was out of the question, and the big job was to talk our 
non-military customers into being satisfied with that portion of 
their total communications requirement which we could provide 
under restricted labor and supplies conditions. 

After five years of unselling, it takes a long time to develop a 
sales minded attitude among the large number of people employed 
in a big business like ours. Add to this the fact that at the end of 
hostilities there was a tremendous pent up demand which took the 
best part of 10 years to catch up with, 

Since the end of World War II the Bell System has grown from 
22 million to 61 million ’phones; from 30 billion to over 72 billion 
calls a year; from a plant investment of 53 billion to 24 billion. 
We doubled the number of homesthathavetelephones, Particularly 
here in Southern California, the growth story was fantastic, and we 
poured hundreds of millions into new plant to meet the crying need 
for communications. At one time (about 1947) our held order list 
amounted to nearly 150,000 customers and this was not a situation 
conducive to the establishment of a hard-hitting sales force. If 
there was anything we didn’t need, it was customers. In fact, as 
late as 1952, it was necessary to get specific approval to sell 
large systems. Concurrence was based on considerations of 
capital requirement, installation time, and the supply condition. 
In spite of these restrictions, we had a sizeable crew of people 
assigned to the job of servicing business accounts. In fact, in 
1955 this group numbered about 375 people, and they were writing 
a lot of orders. But, about the only thing we were promoting was 
the sale of additional directory listing—not a very exciting sales 
program. 

In the meantime, there were lots of new things happening in 
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the communications industry. The war period had fostered the 
growth of technical skills in the fields of electronics which were 
previously reserved to only a few of the largest companies in 
America. There were spectacular advances in the art made pos- 
sible by wartime development of radar, which gave great impetus 
to microwave transmission as a medium for voice and video sig- 
nals. 


And Now We Have Competition 


In the period after the war the electronics industry was search- 
ing for new markets outside the military, and the Bell System was 
getting its first taste of real competition. Now when I talk about 
competition today it’s not in the academic sense of a natural 
monopoly competing in the labor market, or the money market, or 
for the consumers’ dollar. There may have been a time when such 
nice, neat schoolroom problems were all we had to contend with, 
but beginning in the early 50’s there was a new kind of competitive 
threat to our long-term financial health. A vigorous group of 
capable companies were thinking up ways to intrude on our pri- 
vate line and toll message business, and this was getting at us 
where it hurt. 

First signs of success by our competitors was the sale ofa 
number of sizeable microwave systems to right-of-way com- 
panies whose requirements were ideally suited in many cases to 
the use of microwave radio. If we had sat back much longer and 
refused to recognize the needs of our large users, which led to 
these systems, it has been conservatively estimated that by 1965 
$1 billion of potential Bell intercity gross revenues would have 
been diverted to private systems. 

Intercommunication within businesses is one of the fastest 
growing aspects of our business. Yet on a study made last year 
we found that our customers either own or are renting from others 
an amount of intercom services, which if we were providing it, 
would mean $100 million per year of gross revenue and worst yet 
this volume has grown in recent years at an annual rate of 20 per 
cent or more! 

The sun was beginning to set on the comfortable days when ‘‘Ma 
Bell’’ basked in the protective climate of the laws of natural mo- 
nopoly. My Econ 1-A theory was failing me and many of us who 
were on the firing line recognized that there was a change taking 
place that would grow to have far-reaching effects on the conduct 
of our business. 
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Our Future Growth— Vertically 


As we looked to the future, we saw quite a different picture. 
The normal growth of the future would come from filling the 
demand from new family formations, and from the economic 
improvement of the marginal market—those families who nowdon’t 
have telephones. While we welcomed this normal growth, we 
recognized that it would be very different from the challenge of 
the past. So we asked ourselves some very basic questions. Is 
this kind of growth going to be enough for the future? Is it going to 
keep us economically healthy? Will it cause us to be a vigorous, 
vital enterprise? Our answer on all counts was a flat—NO,. If we 
wanted to be a dynamic, healthy, enterprise we needed to be con- 
stantly stretched and challenged, and the only way we could see 
to be that kind of business was to go out and get more business. 

As we saw the future we had to go after ‘‘vertical’’ growth— 
selling our present customers more services—rather than be con- 
tent with ‘‘horizontal’’ growth—that growth that could come only as 
the population increased. The vertical growth could come only 
from all out marketing. Anticipating this new challenge, the sales 
force in Southern California was increased by nearly 250 people 
between 1953 and 1957—more than the entire number added during 
the preceding 11 years. 

When I became General Sales Manager in 1957, we thought we 
had a very sophisticated operation. I say this with temerity and 
in light of the fact that in the next few years we were going to 
learn a lot more about how to conduct a really professional com- 
munications sales job. None-the-less, in terms of Bell System 
standards, it was a first-class outfit which had been developed by 
some extremely capable predecessors, and in a management 
climate favorable to selling activity. As you may know, it’s 
handy to have a boss and a bosses’ boss who were formerly Gen- 
eral Sales Managers. 

In retrospect, there were two major things wrong with the way 
we were running the sales job then. Most of our business (80 to 
90 per cent) was customer initiated. The other fault lay in the 
fact that our thinking was oriented toward selling equipment 
without knowing exactly how it was to be used by the purchaser. It 
is true our salesmen were well-trained in contact preparation, 
fact finding, and other elements of good sales procedure; but in 
those days we were not really getting at the kernel of the nut; 
namely, how the customer operates his business and how we could 
introduce improved communications into his business functions in 
a way that would be mutually profitable. 
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Training Our Personnel To Sell 


Two things happened in 1958 that marked the real turning 
point in our sales philosophy. The first of these events was the 
recognition by our top Bell System sales management that we 
needed a new and different kind of sales representative. A pro- 
fessional communications consultant who would be accepted and 
respected within the company and by our customers. To accom- 
plish this we needed to upgrade the caliber of our personnel and 
provide them with a first-class training program which would 
embody new concepts. 

The development of this kind of training material was under- 
taken by the A, T.& T. headquarters staff and with the assistance 
of Henry Strauss, a nationally known sales training consultant, an 
outstanding program was made available to the operating com- 
panies in the Spring of 1959. This course embodied principles of 
good salesmanship appliqued on a framework which we have come 
to call ‘‘Usage Prospecting.’’ I am not going to attempt a sales 
training program job here—suffice to say that we now expect our 
men to go into the field and learn how customers run their busi- 
ness. How they buy; how they sell; how they collect; the where and 
why of inventories and supplies; in short, to learn as much as we 
can in the time allotted to a sales contact so that we can combine 
this knowledge with our communications skills and fit the pros- 
pect with the service he must have to run an efficient and success- 
ful business, 

It was a monumental job to develop this new concept among the 
thousands of men throughout the Bell System actively engaged in 
our sales effort, and it was expensive. The cost of developing the 
training material was something less than half a million dollars; 
however, this was only a fraction of the cost of retraining our 
people. 

Our experience to date leads us to believe that this has been a 
very sound investment. For in addition to substantial improve- 
ment in sales results, reflected by increases in monthly equip- 
ment billing, this new approach emphasizes the value and benefits 
of communications to the consumer. This in turn stimulates us- 
age, and herein lies the pot-of-gold. Terminal hardware, i.e., 
telephone sets, call directors, switchboards, TWX machines, data 
subsets, or what have you, are only the convenient means for 
making use of the telephone system. Our motives are not greatly 
different from those of Mr. Rockefeller when he set about pro- 
moting the usage of kerosene in China. Needless to say, asa 
regulated industry we don’t give our lamps away, but I predict that 
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the time will come when everyone will agree that the easier and 
cheaper we make it for the customer to have access to the switch- 
ing network, the bigger and better our business will be. 

Thd day is not too far away when your new car will have as 
optional equipment two-way radio service with dial operation and 
direct interconnection to exchange and toll service. In other 
words, we are not even going to let you get away from the tele- 
phone when you are out for a Sunday drive. So much for the 
first event contributing to a change in Bell System sales policy. 


Our Problems With Servicing 


Next, and perhaps equally significant, was recognition by the 
top management of our company that we were not doing a proper 
job of servicing our business market. I do not mean to deprecate 
Bell System telephone service, it is unquestionably the best in the 
world. Both in quantity and quality there is no country that even 
approaches America for good communications. But our business 
customers, particularly some of the large ones, were registering a 
degree of dissatisfaction which caused concern throughout the 
organization. Mr. Kappel, A. T. & T. President, pointed to five 
indicators that suggested a need for taking a good look at our 
present service and policies. There were: 

1. Complaints to top management were too numerous. 

2. Oppositions in rate hearings too frequent, 

3. Buying from our competitors. 

4. Employing outside communications advisors. 

5. Appeals to the F, C. C. for private system frequency alloca- 
tions. 

An examination of the record showed that two-thirds of all 
sales visits to our large business customers were being made at 
their request. That for every concern that was willing to support 
us at frequency hearings, there were nearly three in opposition; 
and that over a five-year period we had received less than one- 
half of the rate increases requested. Opposition from 800 large 
customers was unquestionably a factor in this poor record. These 
rather shocking factors brought us to the realization that a 
thorough analysis of the problem was needed; and with this in mind 
a Bell System team went into action in January of 1959. 

Five men chosen from operating companies throughout the 
System met in New York and developed a program which took them 
into the field for face-to-face discussions with our customers to 
determine what they considered to be the major problems as- 
sociated with meeting their needs; what they didn’t like about the 
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job we were doing and what they thought we should be doing to 
improve. There was no lack of participation in these interviews, 
and when the task force regrouped they were able to identify six 
major areas needing improvement: 

1. We were too slow. Our interval to engineer, manufacture 
and install was too long. It was difficult to get a quick answer on 
policy matters. Price quotations took unreasonably long. 

2. The dependability of some of our services was being 
challenged—particularly in the field of the more sophisticated 
private line systems. 

3. We lacked Bell System-wide uniformity as related to equip- 
ment, service offerings and rates. 

4, There was criticism that our salesmen were inexperienced 
and that frequent turnover in personnel resulted in a burden to the 
customer and poor service. 

5. Our billing policy fell short of the customers’ need because 
the bills lacked in detail and we were unable or unwilling to pro- 
vide bills which met the customers’ particular accounting needs. 

6. We were not anticipating future requirements soon enough 
and lead time for developmental work was unreasonably long. 

These were serious allegations, particularly in the light of the 
fact that it represented a cross-section of opinion from the cor- 
porations of this country which produce 50 per cent of our total 
industrial goods; write 80 per cent of the insurance policies; do 
50 per cent of the nation’s transportation business; represent a 
total of 40 per cent of the banking business; do 70 per cent of the 
utility business; and employ 20 per cent of the nation’s labor 
force; and more particularly, provide the Bell System with one- 
fifth of its total revenue. When less than a thousand out of 33 
million business customers represent this portion of the gross 
revenue, I think you will agree that their feelings and wishes 
should be very important to us as vendors, 

When the task force presented its report to the operating com- 
pany presidents in mid-59, they were told not only of our problems 
and weaknesses, but how to fix them. There was a bold, sweeping 
recommendation to elevate the marketing operation from its status 
as a division of the Commercial Department to full departmental 
status. The parent company A, T. & T, had paved the way by add- 
ing to its traditional operating and engineering organization, a 
Marketing Department, Eighty-three years after Mr. Bell’s 
famous conversation with his friend Watson, this company, one of 
the largest in the world, had a Vice President of Marketing, and 
the forces were at work which hastened the turning of the corner. 


XUM 


i 
7 = 


A UTILITY TURNS A MARKETING CORNER 173 
A Recognition of Marketing 


The new 1959 look at Marketing embraced far more respon- 
sibilities than the sales operation it succeeded. Stan Damkroger, 
the Bell System’s dynamic top salesman defined it as follows: 

‘‘Marketing is gearing an entire enterprise to fully satisfy the 
wants and needs of its customers and continuously striving to 
create new uses for its products or services at a profit.’’ 

And he established a set of personal goals (the seven command- 
ments) which demand that our products or services be: 

1. Of high quality, and well maintained. Maintain standards 
and never sacrifice quality no matter what the pressures may be. 

2. Easy to buy. Don’t wait for the customer; help him make 
the decision. 

3. Readily available. Get it to him fast. Once the decision has 
been made don’t give the customer a chance to change his mind. 

4, Priced right for adequate profit with an eye on competition. 

5. Forward looking in design and concept. Sticking to yester- 
day’s success, regardless of technical advances or changes in the 
market place is the road to oblivion. Competition can ask for 
nothing more, 

6. Adequately promoted. Advertising does pay. 

7. Soundly and aggressively sold with emphasis on the 
‘‘soundly.’’ Anything else is to the seller’s ultimate disadvantage. 

We were starting to move forward arm-in-arm with the Bell 
Labs—our research group—and Western Electric—our manufactur - 
ing group—who were closely linked to our new Marketing concept 
by organizational ties. Within the 18 operating companies, Mar- 
keting Departments began to appear. Here in Pacific Telephone a 
Vice President, Marketing, was appointed in 1958 and a little more 
than a year later the Los Angeles Area was the first in the Pacific 
Company to appoint a General Marketing Manager, this was in 
February 1960. 

Implementation of the Marketing organization in this area was 
a big job. Where there had been one General Sales Manager 
responsible for the whole line, we created three General Sales 
Manager jobs. One had responsibility for the broad field of com- 
munication sales which includes about 165,000 accounts, Another 
was responsible for intercity services such as private line, tele- 
typewriter, long distance usage plans, and data services. The 
third job was identified with the Special and Major Account mar- 
kets, This group represents a new approach to servicing larger 
accounts, so I would like to expand on their function a little bit. 
Here in the Los Angeles Area Special Accounts include about 500 
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customers from 20 major industrial groups. Among these are 
airline carriers, utilities, banks, stockbrokers, newspapers, insur - 
ance companies, motion picture firms, department stores and 
similar groups. Our representatives are becoming expert in 
working with these industries and establishing identity with them 
by participation in conventions, associations, publications, and 
other ways which help us to understand the customer and his 
business operation. The accounts serviced by this special sales 
division pay us in the order of 33 million a year and we expect to 
increase that billing pretty close to 10 per cent this year. 

The other part of this General Sales Manager’s assignment is 
brand new to us, and is identified as the Major Account program. 
This program contemplates that high-caliber men will be trained 
and assigned to a limited number of the very biggest users. We 
have designated 15 such customers in the Los Angeles Area whose 
annual billing is in excess of $17.5 million. 

One of our biggest problems in implementing the major account 
concept was to find men who met allof the criteria which we set up 
for the Account Manager job. We did not limit our selection from 
existing sales personnel, but had a wide choice of high potential 
men from all departments in the business. Many of the men who 
were selected as candidates for these positions had excellent 
telephone backgrounds in Plant, Commercial, Traffic, or Engi- 
neering operations, but lacked specific sales skills. 

We undertook an ambitious program of providing job knowledge 
to these fellows, some of whom would require a wide range of sales 
experiences before they could qualify. I was personally involved in 
this project and spent several weeks ‘‘living in’’ with the trainees 
during special parts of their orientation. Some of our candidates 
are already on account assignments, and their performance has 
met our expectations; which I might add are pretty high. 

We want these Account Managers to become so enmeshed in 
their customer’s operation that he will become, in effect, a com- 
munications consultant on whose judgement the business will come 
to rely. Long range planning and programming is an important 
part of the Account Manager’s responsibility. 

A primary objective will be to apply creative thinking to the 
customer’s communications problems to the end that we can make 
recommendations which will improve his bottom line and ours at 
the same time. 

We need to anticipate future requirements of these large cus- 
tomers so that there is time for engineering, manufacture, and 
installation of service. In some cases where developmental work 
is required, as much as three years lead time is needed. Too 
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often in the past we have not dreamed ahead with our customers 
and as a result we have been subjected to criticism or lost their 
business to someone who could move faster. 

Another aspect of the Account Manager job contemplates that 
where corporations have decentralized operations, he becomes 
coordinator for several units of the Bell System who may be pro- 
viding service. He supervises or directs, as the case may be, the 
sales team required to do the day-to-day sales and service job, 
and becomes a Single point of contact for the customer. By this 
means we have strengthened our internal communications, and 
have to a degree, off-set past criticism about uniformity and 
slowness. We are barely into this major account field, but already 
know by our experiences to date that it is a right thing and long 
overdue. This project in itself can be marked as a key point in 
our turn of the marketing corner. 

To round out my description of the new department, we have, 
in addition to the three General Sales Managers, two staff jobs. 
One encompassing personnel and training activities, and the other 
miscellaneous items such as methods, results, marketing selec- 
tion, and promotional advertising. I think the job function of these 
two groups would be fairly typical in any sizeable sales operation 
and would not warrant further comment here. 


Our Resulting New Products and Services 


Search your own memory and I think you will agree that within 
the last two or three years the Bell System has come up with a 
wider selection, than you’ve ever seen before, of new or improved 
products; packaged attractively, and promoted effectively. To 
name just a few—the princess telephone, the call director, the 
speaker telephone, and important, but less well-known, a variety 
of equipment which permits transmission of data over regular 
telephone lines, 

These are bread and butter items andnot the ‘‘way out’’ sophis- 
ticated items which we are providing to meet special requirements. 
For example, we are currently extending a data transmission sys- 
tem for a large aircraft company in this area which is capable of 
handling 62.5 kilo characters per second—that is a bit rate of 
near 300,000 per second! We expect that within 10 years more of 
our switching network will be required for video facsimile and data 
intelligence than will be required for voice paths. 

In order to make it attractive for customers who have the need 
for large amounts, and different types of communications, we 
have very recently come out with TELPAK service. This offering 
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makes it possible for a customer to buy what amounts to a com- 
munications pipeline into which he can put his voice, teletype or 
data messages in accordance with his need. In other words we 
sell him a broad band channel and he can derive circuits from 
this in the manner most economic to him. This cheaper by the 
dozen approach has made it possible for many customers to 
realize the full benefit of modern communications and we expect 
wide application among our larger customers who have decen- 
tralized operations, 

But this service will also benefit, under certain conditions, 
the small user, because we now permit, for the first time, groups 
who qualify to enjoy shared usage. We are currently working with 
one association, representing many hundred members, who have 
asked us to establish a TELPAK system extending the full length 
of the state. By applying the volume rate, many of these customers 
will enjoy private line service necessary to the efficient operation 
of their business at a price they can afford. 

Another innovation in telephone service is WATS. Wide Area 
Telephone Service permits a customer who uses a high volume of 
toll to buy a flat rate service with access to any one, or all, of 
six zones that divide up the United States. These zones are 
established on the basis of the number of telephones available to 
the calling party and the distance from the originating zone. We 
are selling WATS on a monthly or hourly basis, depending on the 
customer’s need; with 15 hours a month aminimum, For example, 
now in California, for as little as $2,275 per month, you may call 
any Bell System telephone number in the other 47 states in the 
country, day or night, and talk for as long as you want. We are 
currently negotiating with independent companies so that tele- 
phones served by them will be included in the WATS calling area. 

Another new trade word is “‘CENTREX.’’ This is the first big 
step forward in offering new, improved kind of PBX Service. 
CENTREX features include direct inward dialing to all stations on 
the PBX. This means that the person originating the call reaches 
his party without having to go through an operator, which is better 
and faster service. It also means a substantial reduction in the 
number of operators and switchboards on the customer’s pre- 
mises. Of course there will be attendants required to answer 
those calls that come into the company PBX number. But, in 
nearly every case that we have studied sofar, we have been able to 
make a substantial reduction in the net cost of the service to the 
customer, while at the same time he is getting more for his money 
than with a conventional switchboard. For example, with CEN- 
TREX, we are able to render a bill which itemizes the charges for 
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calls from each station, and this has been a great boon to depart- 
mental cost accounting procedures. We have also been able to 
design into this system dial transfer of incoming calls which per- 
mits a limited three-way conferencing arrangement. And perhaps 
as important as any feature, we are able to supply this service, in 
many cases, right out of our central office. This assures prompt 
trouble shooting, maximum flexibility for increasing or decreasing 
the size of the system, and of course, eliminates the floor space 
requirement for dial switching equipment normally located on the 
customer’s premises. This can be quite an item. Large equip- 
ment rooms require from 3,000 to 5,000 feet of floor space. 

TELPAK, WATS, CENTREX, and the other new items in our 
line are examples of the vigor with which we are tackling the mar- 
keting problem. To you such offerings may look like just plain 
‘horse sense,’’ but to us they represent major breakthroughs of 
traditional concepts. Change is the order of the day rather than 
the exception. In fact our Chief Engineer here in Los Angeles 
Area, one of the most progressive men I know, stated recently 
that there has been more change, and for the good, during the last 
year in this business than in all of the rest of the 30 years of his 
career. 

And what lies ahead no man can really tell, but you know from 
the press reports that we are actively engaged in satellite com- 
munications work and that our company stands ready to spend 
about $170 million dollars to establish sending and receiving 
points, and to orbit the necessary equipment to assure commer- 
cially reliable intercontinental communications. Our manage- 
ment is working with NASA for permission to make the necessary 
launchings—it will require 50 active satellites orbiting at from 
2,000 to 8,000 miles to provide a system for world-wide calling. 
About half this number would make service operational between 
the United States and Europe. We need this facility to meet the 
tremendous demand for overseas service. And we are ready to 
make it available. 

With the world growing smaller at a jet pace, and the ability to 
get along internationally decreasing in inverse proportions, there 
was never a better time to simulate communications between the 
peoples of the world—and the need transcends any business or 
marketing objectives—it may well be one of the keys to mankind’s 
salvation. 


Conclusion 


A company grows only as much as it makes itself grow. A 
growth company must widen its own horizons. It must come up 
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with new products, new ideas, new services, and it must mar- 
ket them aggressively. Within the short span of a few years 
there has been great progress toward establishing the Bell Sys- 
tem as a contender in the market place. For this we can thank an 
alert management who have met all of the problems and challenges 
of this monumental change head-on. Today we have an effective 
marketing organization, our product is unmatched, and we have the 
will to sell it with confidence and enthusiasm. We have a good 
start toward professionalizing our operation, but know there’s a 
lot more to be done. Turning a corner is just the start of a new 
road. 

In April of this year at the Annual Stockholders meeting, Mr. 
Kappel said to those attending and to all A, T. & T. stockholders, 
and I quote, ‘‘We are promoting sales vigorously. I am sure that 
it is this combination of new and increasingly attractive services, 
plus strong marketing effort that keeps us moving ahead.’’ 

I leave you with the happy thought that now, more than ever 
before, our stockholders, employees, customers, and the stock 
market are reflecting agreement with Mr. Kappel. We are moving 
ahead. 


20. IMPROVING UTILITY SALES 
THROUGH RESEARCH 


R. G. Lund* 


To be effective salesmen must be able to identify the 
problems and objectives of each prospect, act as analysts 
and counselors, as well as know what to say and how to say 
it. Thus, marketing management provide salesmen with 
qualitative as well as quantitative research, for marketing 
management is in actuality only staff support for salesmen. 


N almost every field of business today, andthis certainly includes 
the utility business, you hear mounting alarm over the cost of 
selling and over the decreasing effectiveness of salesmanship. 

Nation’s Business, in its May issue, asked its influential 
audience, ‘‘What’s happened to salesmanship?’’ It speculated that 
the decline in salesmanship was an outgrowth of new mass media 
selling techniques, and then it added, ‘‘The quality of salesman- 
ship, across the board, has not kept pace with improvements in 
other aspects of marketing.’’ 

Here some of us might be inclined to agree. Let’s follow the 
sales process of a utility eager to secure a maximum number of 
new home installations. Through carefully kept records, the mar- 
ket analyst moves John B, Jones, housebuilder, into the A priority 
category. Jones builds homes in volume. But our company only 
gets a standard hookup and the home heating goes to oil. Hereisa 
prospect who can build load for us in precisely the geographical 
area where we want more load. 

Not only that, he advertises heavily, and his homes attract a 
steady flow of shoppers and buyers during open-house weekends, 
Our Sales Management sees Jones Homes as a potent influence 
center —for oil. We want to get his promotion behind our form of 
service, and we want the steady load increase his installations can 
represent. 

Jumping Mr. Jones up to the A priority list is easy. This puts 
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more sales pressure on Jones with a weekly call scheduled by our 
salesman responsible for this territory and this type of business. 

Now our salesman knows his product. He has several years of 
background, He has a good sales record. He has had untold hours 
of special product and sales training so that he should be equipped 
to convert Jones from oil. Jones and all our efforts to land him 
are duly recorded on our electronic computer. But all the me- 
chanical steps we have taken up to this point fail to move Jones 
into our camp. He becomes an embarrassing name to mention at 
weekly sales meetings. Hour after hour of sales time has been 
thrown at Jones. 

On this Monday morning another call is scheduled on Jones. 
And at the precise minute of 10:45 A.M. the whole formidable 
research-guided, electronically accurate marketing program— 
from sales analysis through forecasting, personnel selection and 
training, built-in product advantages, and all the subtle mechanics 
of modern salesmanagement... all this grinds to a sudden halt in 
a moment of indrawn breath and suspenseful waiting. And that 
lonely man, our utility salesman, walks into Mr. Jones’ office for 
his moment of truth. He steps out of the carefully arranged world 
of measurement and into the hectic world of mind-to-mind struggle 
for the order. And, once again, he falls flat on his face. He could 
have been selling gas heating installations. He could have been 
selling master telephone installations with built-in communication 
control for the whole household. He could have been selling one 
electric service against another, or trying to upgrade the installa- 
tions to larger hot-water tanks. But he didn’t make it, despite all 
the carefully planned and methodically executed marketing work up 
to the moment of sales contact. 

Does the sweeping rebuke by Nation’s ‘Business apply and 
explain this situation? Was our failure because ‘‘the quality of 
salesmanship ...has not kept pace with improvements in other 
aspects of marketing?’’ 

Many of us would be inclined to say that selling is our weakest 
link in marketing today, despite some enormous efforts to sys- 
tematize and improve this essential step in the marketing process. 


Can Research Help Sales Results? 


We are all familiar with the basic contributions of research to 
utility marketing. There are few companies in this field who do 
not have the benefit of general industry research or their own 
research projects on consumer resistances to their service and 
product, and many companies keep a close running check on their 


IMPROVING UTILITY SALES 181 


corporate as well as product image problems and opportunities. 
Utilities have long used the market research tools of sales analy - 
sis and sales control to define their customers and prospects, 
measure their industry potential, fix share of market figures and 
establish working sales forecasts. 

These are all essential steps in sound marketing. And now we 
face the question that is a paraphrase of the title of this talk, ‘‘can 
research improve utility sales results?’’ Can we, in other words, 
use research techniques to determine first, why our salesman fell 
on his face with Jones Homes, and second, what should be done 
about it? 

Recognizing that quantitative measurements of sales analysis 
can benefit us, our question really gets down to measuring the 
quality content of the sales call. We are asking, then, whether 
research can help the salesman deliver more effective sales per- 
formance in his contact with the prospect. Surprisingly, this type 
of research must be rare, for there is no generally used term to 
describe it, and it has received very little comment in marketing 
journals and the better known marketing research texts, It 
should therefore be suspect. But if we are concerned to find so 
little academic and professional sanction for a method, we can all 
fall back on that happy Danish Army saying which has proved use- 
ful to generations of second lieutenants on their first field man- 
euvers: ‘‘If the terrain and the map don’t agree, you may assume 
the terrain to be correct.’’ 

If we consider the terrain for a moment, we must admit that 
there is at least grave question as to the quality of salesmanship. 
Then why not measure it? Why not use the tools of research to 
exonerate the salesman—or point the way to improving sales per- 
formance? To distinguish this from sales analysis research or 
sales control research, let’s call it sales quality research. 


Using Sales Quality Research 


How could we set about checking the problems our utility is 
having with Jones Homes—and with other prospects and cus- 
tomers? Here we might ask ourselves some questions: 

Do we know the resistances and acceptances that characterize 
the various elements of the market— including the home builders 
and every other major type of prospect? 

Do we know how effective our sales theme is? 

Do we know the shortcomings and strengths of our sales tools, 
presentation and sales methods from the viewpoint of the pros- 
pect? 
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Do we know that our sales training content is right to prepare 
our man to meet the problems of the actual sales terrain? 

Do we know the quality of sales relationship our salesmen have 
established and how this sales relationship compares with that of 
our competitors? 

Do we, in short, have enough information to analyze the 
strengths and weaknesses of our sales effort —again from the 
quality standpoint rather than just quantity — and are we using this 
information to improve our sales performance? 

We ask questions this severe and searching in almost every 
realm of marketing. Advertising, for example. Depending usually 
on budget size, advertising research can be quite demanding. It 
should tell us not only what to say and how to say it in our adver- 
tising, but it should tell us where to say it— through which media— 
how often to say it, when to say it and how much to spend. And 
note again the importance of the quality points—what to say and 
how to say it. Dollars alone don’t make for effective advertising. 
Advertising frequency alone doesn’t sell utility service — what’s 
the quality measurement? Does our effort have motivating appeals? 
These are always crucial questions. They are also paramount 
questions in sales. Are we motivating the prospects? Does our 
sales effort get not only a satisfactory return in orders, but is it 
constantly improving so that our sales costs can be kept under 
control? 

It might be interesting to run down through the barrage of 
questions we asked ourselves about the quality of our sales work 
with Jones and similar home builders. To get useful answers, we 
are going to have to talk to people. We will probably use masked 
research to guard against being fed the answers we want to hear. 
And we are going to have to give the competing services equal 
status in questions and responses. 

Starting with the home builders, how does our sales effort 
stand with them? Let me build a composite picture to reveal the 
sales situation of our hypothetical utility company —all from a 
series of similar research projects. 

Our company is a little remote, austere, august, impersonal 
and... this is a nasty word... predatory. Not too far from the 
image we established in a study of consumers themselves as 
differentiated from the builders. Now we suspect this is not the 
objective fact. Our hypothetical utility is devoted to profits, neces- 
sarily, but has been outstanding on holding the price line to the 
consumer, We have been most active in every worthwhile civic 
affair and our executives are on constant loan to one worthy cause 
after another. But the home builder thinks we are aloof and 
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predatory—and so this is fact as he sees it. In his mind, our 
salesman represents a company with something slightly less than 
positive charm. 

Now the reasons for this fantastic mis-understanding are 
important and we had better probe deeply for them. But more 
important, we should also discover what we can do to change the 
public aspect of our company. There may be more than a grain of 
truth in our homebuilder’s attitude. We don’t measure up well with 
our competition in his eyes—and that may be our fault. 

You may object that we’re talking only of image here and this 
can come from straight image research. It certainly can, but for 
us it is important that we get as respondents the people we are 
trying to sell—the home builder. For image goes to make up a 
significant portion of what we can call the sales climate. The sun 
can shine or the mercury can drop when our salesman walks in 
the door of Jones Homes, and the change in temperature can be 
caused by corporate disturbances as well as the salesman him- 
self, 

Now for the sales themes and methods. Wehave been assuming 
that low installation cost, consumer acceptance and quickness and 
ease of installation were key points and our men have been trained 
to hammer them home. Our interviews show that Jones is singu- 
larly unmoved by all these built-in advantages. He claims that 
every utility offers them to a stand-off degree. And there is in his 
mind no real apparent unique advantage for our service. Jones, in 
fact, finds it hard to see any real plus in our sales offers. Could 
this be unfavorable sales climate alone, resulting from the nega- 
tive image? Or could it be that we haven’t kept abreast of the 
problems that beset Jones—and other builders like him—in moti- 
vating home purchase now. And here we run into major com- 
plexities, Jones, as a promoting builder, runs in the medium 
price home line and wants an aura of luxury surrounding his 
homes, He wants to move the upper bracket market down, he wants 
to move the lower bracket market up and he wants to capture a 
growing share of the middle price market. Down the road apiece 
we interview Kimball Builders and we find them in the low price 
field exclusively, specializing in mass production techniques to 
hold down costs, Here is a demand for a different sales theme. 
And across town, Margate Homes is building in an exclusive area 


and wants an entirely different advantage from the utility they 
choose, 


As our pattern develops we find that almost every builder has 
unique problems, unique markets, and that we must use, in each 
case, a tailor-made selling theme built soundly on the specific 
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situation of the individual builder. This, we recognize suddenly, 
means that a major role of our salesmen is to discover the prob- 
lem and opportunity with each prospect. Out the window goes our 
enthusiasm for our mass-produced sales presentation. Instead, we 
have to think of new sales methods and new sales themes. The 
salesman has to develop skills in fact-finding. His sales tools have 
to be built to help him get information and then to use it effec- 
tively. Sales training, in this situation, has a new role—the role of 
making question-askers and analysts out of our salesmen, the role 
of making them more flexible, the role of making them counselors 
rather than pitchmen, 

Our study produced some puzzling results in measurement of 
sales relationship. We were not surprised to find ourselves 
running fist, but it was the narrow gapthat disturbed us. Here was 
a competitor that had a far more advantageous position than he 
deserved with the prospects and customers. Why? And more 
important, only 28 per cent of the respondents really could give 
any indication of a resultful sales relationship with any utility. 
That meant that 72 per cent of the home builder respondents were 
really wide open—we could find no trace of a real sales relation- 
ship with them by any utility salesman. 

Our methods allowed the respondents to nominate utility sales- 
men who were helpful and capable, and probed into the factors 
appreciated by the home builders. We were able to compare 
effectiveness—in terms of establishing good sales relationship—of 
our men working in this field. We foundthat over half our nomina- 
tions went to one salesman, and not surprisingly to the one with 
the best sales record. But even so we found weaknesses in his 
relationships and we found more glaring problems in the relation- 
ships of our other salesmen, 

What had the top man done to help him move in on his pros- 
pects? And conversely, what had the weak men failed to do? Now 
we are getting more configuration on earlier points such as our 
sales themes, sales presentation and many other factors. We are 
getting a measure of the quality of sales impact of our department 
and a guide to improving the performance of our individual men. 
And we are getting some extremely useful data on the role of 
sales training to bring up that performance level. We know what 
kind of training is most necessary, and what man needs it most. 
Possibly it was no surprise that our findings did not reveal any 
great need for drilling on the conditional close and the other 
standby points of sales techniques. Rather, the findings tended to 
show that our needs went far deeper—into developing creative 
techniques of opportunity appraisal and selling and climate build- 
ing. 
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There was an interesting lack of correlation between our 
account blocking or call scheduling and the apparent impact we 
had made on the accounts. We found that with a sizeable per- 
centage of A priority accounts, where frequent calls had been 
continued over a period of time, our concentration of sales pres- 
sure in terms of quantity had not produced a quality result. 
Should we step up the quantity another notch, or shoot for quality? 
The answer is obvious. And perhaps such a study, performed by 
your company in a real life situation, would also indicate that 
quantity measurements are imperative in marketing manage- 
ment of the sales effort, but that quality measurements are equally 
important to produce the sales climate, the sales relationship, the 
sales performance and the sales result that is your purpose. 

This process, which we have outlined for a hypothetical situa- 
tion, we have called sales quality research to differentiate it 
from that useful tool—sales analysis or sales control research. 
It should show us, again, what a salesman should say, and how to 
say it. It should show us how to improve the sales impact of our 
sales calls. 

When we get right down to it, there is no quarrel with quanti- 
tative measurements in sales—and we can make some shrewd 
guesses as to why sales control research has preceded and out- 
shadowed what we have termed sales quality research. It seems 
logical we have to know, first, on whom we should be calling. We 
have to know our market by the numbers and by the priority let- 
ters before we can plan a sales program. And this, of course, is 
much easier to measure than the often subjective factors involved 
in the quality of the sales effort. 

But while scientific methods have taken over in the whole 
quantitative field, marketing seems to keep its back turned on the 
salesman himself. In the salesman’s problems in the field, we 
apparently feel that the inspirational sales meeting, product know- 
ledge, sales techniques and the intuitive response of a ‘‘good”’ 
salesman are enough. If sales costs are high, these factors 
aren’t enough. If sales results are unsatisfactory, these factors 
aren’t enough, 

Consider the salesman. He is publicly maligned these days as 
being inept, and possibly somewhat of an anachronism. There 
seems to be a general hope that mass media selling will outdate 
the salesman completely. But when the orders don’t come in, 
there is realization that advertising and public relations can 
create image and desire, but in many, many fields it takes a man 
to come home with an order. And that man must be, of necessity, 
a salesman. 
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The bare fact of the matter seems to be that in far too many 
companies today marketing science takes a holiday after it has 
measured the general consumer attitudes and the quantitative 
aspects of the market itself. Why should it, when modern research 
has so much to offer to the salesman and the sales manager in 
guiding more effective sales practices? 

Selling today is tough. It is, emphatically, a man’s job. Per- 
sonality is not enough, nor is straight product and service know- 
ledge. The salesman desperately needs sales themes, sales 
methods and sales tools that will work for him and increase his 
batting average. And this, I submit, is definitely the responsibility 
of marketing management. 

Marketing management cannot ignore the central fact that all 
the other features of marketing planning and action—research, 
advertising, public relations, pricing, product and service design, 
packaging and all the rest—all these are really staff support to the 
salesman in his moment of truth—when he faces the prospect to 
fight for an order. 


How to Better Prepare Our Salesmen 


We have all heard charges that salesmanship is at a low ebb 
today, and the assumption seems to be that salesmen are a kind of 
deteriorating sub species of the race. Depending on your politics, 
you may charge this off to the emergence of the welfare state, the 
insecurity of a people under cold war tensions or the psychological 
change that comes after broaching the last physical frontiers. 

For one, I cannot fully agree that salesmen have degenerated 
since those days of the great depression when the hard sell met 
the buyer’s market in do-or-die conflict. I cannot fully agree 
that the war time seller’s market took the backbone out of the 
American salesman. I really don’t feel he has changed much at 
all, but I do believe the market has changed and that we have not 
prepared him to meet that change. The continuing restless 
search of American business for better ways of achieving profits 
and growth would not indicate a general decline in agressiveness. 
And it is hard to consider the salesman as a sub-species, gov- 
erned by its own laws. No, salesmen seem to be doing pretty 
well for themselves and for their companies where they have been 
given modern tools and modern methods to meet modern condi- 
tions. And they seem to be having trouble where they are facing 
today’s market with yesterday’s ammunition. 

Changes in the consumer market—from the standpoint of 
resistance—are probably far more apparent than changes in the 
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commercial or industrial market. And yet if you will reflect a 
moment you will see there are parallel characteristics. Com- 
petition is tougher. Profits which certainly influence discre- 
tionary spending by commercial firms and industry—are shorter. 
The market is infintely more sophisticated in its buying practices, 
infinitely more discriminatory in its purchase decisions. Against 
this toughening of the market we send out our salesmen. Now, at 
the risk of exaggerating, let me list some of the tools and assist- 
ance given salesmen by companies we both know. 

First, the dramatic production sales meeting with its rockets- 
away theme and its inspirational hypo. Amusing and expensive. 
And, astoundingly, almost a basic fixture in the American sales 
picture today. 

Second, the concentration on those artifical sales techniques, 
the pat sales-making statements you simply can’t get through 
your teeth to a live prospect, the primitive belief that if you can 
name a thing you can make it happen—and here I refer to the 
methodical organization of parts of the sales call or the over- 
simplified division of prospects into psychological types. 

Third, the canned presentation which assumes a forty minute 
audience with a long series of identical speilbound prospects. 

Fourth, the sometimes overwhelming bulk of detailed mech- 
anical product knowledge to the exclusion of real knowledge of 
consumer benefits and advantages that can motivate sales. 

Fifth, the great mass of ‘‘why it will sell’’ proof we throw at 
our salesmen in the form of digests of consumer research, adver- 
tising schedules and the powerful merchandising we plan to put 
behind the campaign. 

There are others—and obviously some of these mentioned have 
great value to salesmen—but is this enough? 

Isn’t it about time we use those sharp tools of research to find 
out what the salesman’s real problems are, and design our sales 
campaign, our sales training, our sales theme and our sales 
methods and tools to solve those problems and get those orders? 

If you note in all this an undercurrent of sympathy for the 
salesman, you are quite correct. Whether we speak of utility 
salesmen or factory representatives or industrial sales engineers 
or media salesmen, the salesman’s job is tough. It is a con- 
stantly shifting battle scene where our man is cast in a lonely 
role against the forces of immobility. Pure chance plays an 
enormous part in his success or failure, as does his ability to 
make the most of the lucky break. His personality characteristics 
are of great importance. It is perhaps no exaggeration to say that 
he is still the forgotten man of marketing, the weakest link in 
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marketing because he is the point in the marketing process where 
the scientific tools of research have normally stopped. 

Yet what we have termed sales quality research requires no 
elaborate budget—it can frequently ride piggyback on straight 
image, product or other studies. The techniques are elemental 
and are drawn directly from those used so successfully in any 
form of consumer research. Perhaps there is one ingredient 
that could be pointed out as essential—this can be no ivory tower 
kind of research. If sales gains are the desired result, the plan- 
ning must take into consideration the actual sales situation. The 
recommendations must read into specific steps to be taken. 
There must be close work with the creative people behind sales 
training, sales presentations, sales themes. 

In this type of research there is a considerable problem in 
drawing the sample. There is the added tabulating and analytical 
burden of using open-end depth-type questions. There is the 
problem of finding interviewers competent to open doors to 
business decision makers and establish their own fruitful research 
relationship. It may take considerable ingenuity to mask such a 
study so that the responses are clean and unbiased. And yet these 
are all technical problems that are being solved every day in 
research assignments far more complex and difficult. 

It is my belief—and there is considerable empirical proof 
behind this statement—that the tools of modern research can be 
extremely helpful in improving sales results. In the utility 
field where the epithet ‘‘monopoly’’ seems to be an occupational 
hazard, and where so much of sales work is a kind of indirect 
effort not closely linked to the prime product of the company, 
there seems more than usual need for some sharp fact-finding on 
the quality of the sales job. 

One indirect area is in the total handling and fielding of 
complaints. Another is in motivating appliance dealers to mer- 
chandise and promote load-building lines. A third is in the home 
building field we have covered earlier. Then there are the direct 
sales situations: the selling of power or gas or telephone service 
to industry, and, finally, to the consumer. 

In all these situations the salesman has a role—a positive role, 
a bland one, or a negative one. In all of these situations the con- 
tent and quality of his sales approach is an important determinant 
to his sales results. 

And the final judgement as to whether to use sales quality 
research must always come back to this: willit add effectiveness? 
Will it pay for itself? Will it increase final profitability? The 
answer isn’t necessarily ‘‘yes.’’ But if there is indication that 
your sales performance needs improvement, the answer will more 
probably be ‘‘yes’’ than ‘‘no,’’ 
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Part Three 


COORDINATION THROUGH 
MARKETING PLANS 


A. Planning for Consumer 
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21. EXPERIMENTAL MARKETING — 
A NEW CONCEPT IN LONG 
RANGE PLANNING 


Seymour Kroll* 


With excess plant capacity firms place greater emphasis on 
research and development. Whereas research and develop- 
ment is production oriented, the problems of the firm may 
be market oriented. In order to shift to a market orienta- 
tion a new Vice President of Experimental Marketing is 
created. This V.P.'s responsibilities include evaluating 
new marketing ideas, developing marketing strategy, train- 
ing marketing management, coordinating marketing with 
production and research and development, and providing a 
clearinghouse for creative thinking. 


provocative article concerning U.S, corporations appeared in 

the July-August, 1960, issue of the Harvard Business Review. 
It was entitled, ‘‘Marketing Myopia’’ and was written by Theodore 
Levitt. The author’s principal theme was, and I quote, ‘‘The or- 
ganization must learn to think of itself not as producing goods or 
services but as buying customers; as doing the things that will 
make people want to do business with it. And the chief executive, 
himself, has the inescapable responsibility for creating this en- 
vironment, this viewpoint, this aspiration.’’ 

In my opinion, Mr. Levitt was elaborating on the purpose of our 
economic system and its future impact on industry. To clarify 
what I mean, I should like to quote from the first chapter of the 
basic marketing textbook, ‘‘Elements of Marketing’’ by Converse, 
Hughey and Mitchell. ‘‘The purpose of any economic system is to 
satisfy human wants, The objective of marketing, as of all pro- 
ductive activities, is to supply human wants. People do not eat 
bread to give the farmer a market for his wheat, But wheat is 
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grown because there is a demand for it from consumers, The ob- 
ject of all business is to give consumers the goods and services 
they demand. The incentive and reward to the businessman is 
profit. But profit is the incentive, not the objective, of business. 
Business exists to supply human wants,’’ 

Therefore, in our economic system this fundamental must be- 
come part of corporate policy if a firm expects to prosper in the 
decades ahead. Mr. Levitt stresses this in his article. Unfor- 
tunately, management of many corporations has either completely 
overlooked this fundamental or does not know how to effectively 
incorporate it into its operating policies. Why has this happened? 

Primarily because today’s top management was trained during 
periods when corporations did not have to be overly sensitive to 
human wants. Many of the top executives started their business 
careers during the depression. We might expect that this would 
be excellent experience which would train a man to be market- 
oriented. However, this was not the case. The reason is that 
during the whole period, the extreme economic situation left an 
indelible mark not only on the population but on corporations as 
well and that was the desire to survive. All operations of cor- 
porations were geared to just this function. It was not so much 
the satisfying of human wants as it was staying alive. Then World 
War II came along; corporations became production-oriented be- 
cause human wants took a back seat to the military effort. During 
this period, there developed what appeared to be an insatiable 
consumer demand for products and services. The country’s exist- 
ing productive facilities were not large enough to satisfy this de- 
mand. Therefore, during the post-war period, industry concen- 
trated on building new plants and literally grinding out products as 
fast as possible. As a result, the production-oriented philosophy 
became well entrenched in many companies. Chart 1 shows the 
dollar expenditures for new plant and equipment beginning with 
1939 when it was 6 per cent of GNP. In 1947, it represented 8.8 
per cent of GNP, in 1948, 8.5 per cent, then slipped to 7.5 per 
cent in the following years and during the next few years remained 
fairly stable. Then in 1956 and 1957, it increased significantly 
representing 8.4 per cent and 8.3 per cent of GNP, Note, however, 
what has happened since 1957. In 1958, 1959, 1960 and 1961, P&E 
dipped to the lowest level since 1947. By 1965, McGraw-Hill 
forecasts that P&E will be up to the fifteen year average but will 
decline slightly by 1970. In other words, it appears that the 
growth of P&E is slowing up relative to GNP. Despite this fact, 
our production capacity will continue to expand significantly. 

The impact of these expenditures on our production capacity 


EXPERIMENTAL MARKETING 193 


Chart No.1 Investment iN New Equipment 
as A % oF G.N.P. 
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is shown in Chart 2. Since 1946, the production capacity has in- 
creased 25 times. By 1964, McGraw-Hill predicts that production 
capacity will be 278 per cent of 1946’s capacity. 

During the mid-fifties, industry apparently realized that it was 
building productive capacity at a faster rate than the products 
which could be manufactured would be absorbed by the market. 
Since 1955, U.S. industries, on the average, have been unable to 
run anywhere close to their preferred operating capacity. Asis 
shown in Chart 3, the McGraw-Hill forecast indicates that this 
will also be true in 1965. Some individual industries appear to 
be in worse shape. For example, Table 1 shows the iron and 
steel industry operated at 50 per cent capacity in 1960 compared 
with 81 per cent in 1954. In 1954, electrical machinery industry 
operated at 92 per cent of capacity. In 1957, it slid to 76 per cent 
and in 1960, dipped to 74 per cent. 


Greater Emphasis on Research and Development 


In an attempt to make use of excess plant capacity, greater 
emphasis has been put on research and development. Chart 4 
shows the rate of growth of R&D as a per cent of total new plant 
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Chart No.2 U.S. Propuction Capacity in 
te 1961 is 2.5 Times Grearer THAN IN 1946 
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TABLE I. Annual Operating Rate for Selected Industries 


Actual Operating Rate Preferred 

1954 1957 1960 Rate 
Iron & Steel 81% 68% 50% 98% 
Electrical Machinery 92 76 74 93 
Chemicals 79 81 75 93 
Rubber 93 80 76 96 
Paper & Pulp 97 88 88 100 
Auto, Trucks & Parts 95 76 80 94 


Note: All rates as of end of year 


Source: McGraw-Hill Department of Economics 


and equipment and R&D expenditures. Note the sharp increase 
since 1953. In that year, R&D represented 11.4 per cent of the 
combined total. This year, it will account for 23 per cent and by 
1965, it has been forecasted, it will hit a high of 25.0 per cent 
and 26.6 per cent by 1970. Of the $9.8 billion spent in R&D last 
year, $5.2 billion was Government sponsored and the remainder 
$4.6 billion industry supported. Therefore, manufacturers of 
consumer-type products might ask whether industry-supported 
R&D had a different growth pattern. Chart 5 shows that in 1960 
industry’s R&D had grown 323 per cent since 1946 compared with 
239 per cent for GNP and 240 per cent for expenditures of new 
plant and equipment. Chart 6 shows that by 1965, it has been 
forecasted that industry-supported R&D expenditures will be 608 
per cent of the total spent in 1946. This compares with GNP 
growth of 300 per cent and with new plant and equipment expendi- 
tures 323 per cent of the base period. 

It was natural for companies to concentrate on R&D in an ef- 
fort to run their plants at the preferred operating capacity rate. 
In other words, corporations recognized that R&D was able to im- 
prove their profit picture. Now, however, many companies are 
changing their reasons for supporting R&D. Currently, there is 
a defensive motivation that must be taken into account. R&D is 
necessary to protect a company from losing markets to new prod- 
ucts developed by competitive manufacturers. It has been esti- 
mated by Stanford Research Institute that 48 per cent of corporate 
R&D is for new products. In other words, during the 50’s industry 
spent 10 billion dollars developing new products. Because of the 
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Chart No.4 RéD Expenpitures Increasing ar More 
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Chart No.5 Sponsored 
Expenpirures Have IncREASED AT A FasTerR Rate 
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Chart No.6 Inpustry Sponsoreo Re,D Expenvirurss 
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time lag and the heavy expenditures since 1955, it can be expected 
that many of these products will be introduced on the market with- 
in the next few years. As a result of this heavy influx of new 
products, product life cycles will be measurably shortened. 
Therefore, companies and industries who are not alert may find 
one day that they have a product but no market. 

In the future, R&D will probably emerge as more of an ordi- 
nary cost of doing business and less of an investment to yield 
above average corporate profits. The growing competitive situa- 
tion has already adversely affected profits. Chart 7 shows the 
net operating profits after income taxes of U. S. manufacturers as 
a per cent of sales, Notice the trend line. During the three-year 
period, 1947 through 1949, profits were 5.4 per cent compared 
with 3.1 per cent for 1958-60. 

Corporations are scrambling trying to find ways and means of 
improving their profit picture. They are merging at an acceler- 
ated pace but many companies are finding that mergers are nota 
panacea, With investments in new plants and equipment and R&D 
both becoming more costly; with R&D more and more a defensive 
mechanism; with profits sagging; with more new products on the 
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Chart No.7 Net Operatine Prorits Arter Income Taxes 
oF U.S. MANUFACTURERS IN PERCENT OF SALES 
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way; companies are and will be forced to give greater recognition 
to Marketing. They are now beginning to realize that their num- 
ber one problem is moving their products through the channels to 
the end user. Many companies have already seen the proverbial 
‘handwriting on the wall.’’ They have turned to consulting firms 
who have had a heyday reorganizing companies in order that they 
would be ‘‘market-oriented.’’ Other corporations have changed 
the titles of their executives. The vice president of sales is now 
vice president of marketing. Firms have been rapidly adding 
Marketing Research Departments, For example, in an AMA study 
(see Chart 8), conducted in 1948, 11.3 per cent of the firms sur- 
veyed reported that they had formed a MR department. A similar 
study was conducted in 1958. During this year, 61.2 per cent of 
the firms had MR departments, On the surface these changes look 
good. But if you look below the surface you will discover that 
many of the changes are nothing more than window dressing. Many 
firms have been misled into believing that all they have to do to 
become market-oriented is to change titles, rewrite policy man- 
uals, and establish Marketing Research departments. Few have 
recognized the need for training their executives so that they 


XUM 


3 
| 


EXPERIMENTAL MARKETING 


Chart No.8 A.MA. Survey 
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would be able to operate under the new philosophy. Therefore, 
top management still has the same old production-oriented con- 
cepts. Many corporations established Marketing Research de- 
partments without knowing how to use this management tool. In 
fact, what is even worse, these same companies made no attempt 
to learn how to use this tool even after it was in operation. Asa 
result, most Marketing Research departments are not the effec- 
tive management tool that they could or should be. This is the 
primary reason why, in my opinion, marketing research is now 
stagnating. 

In other words, many of the production-oriented companies 
that desire to become market-oriented really do not have any idea 
how to go about making the transition. It is not an easy matter 
for a company to reorient their thinking when they have been pro- 
duction-oriented for twenty years or more and very profitably so, 
too. Therefore, it is understandable why a top executive might 
ask, ‘‘Why should I change? How do I know that I will be equally 
successful operating the company under a market-oriented philos- 
ophy?’’ This fear of the unknown must be overcome before a 
company can successfully make the transition. 

How does a company become market-oriented? First, man- 
agement must be fully cognizant of what being market-oriented 
really means and how it will affect the operations of the company 
now and in the future. 
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Market Orientation Through Experimental 
Marketing 


What then does being ‘‘market-oriented’’ mean? 


It means that a company believes it will achieve, in the long 
run, the greatest profit by supplying the market with products and 
services it needs. 

It means that the company recognizes that the market is con- 
stantly changing and, therefore, the needs of the market will like- 
wise change. 

It means that the company must try to anticipate these changes 
and take appropriate action. 

It means that a company cannot be myopic and tie itself toa 
specific product or a natural resource but, rather, it must tie it- 
self to the market. 

It means that a company recognizes that developing long range 
marketing plans is an essential profit-producing function, 

It means that marketing management must spend more time 
concerning itself with tomorrow’s marketing problems than it is 
presently doing today. 

It means that a company has a marketing philosophy that recog- 
nizes that what the company is doing today, it may not be doing 
tomorrow. But what the company is doing tomorrow depends on 
what it is doing today. 


After corporate management thoroughly understands what it 
means to be market-oriented, it must be willing to take whatever 
steps are necessary to achieve this objective. The transitional 
period will create many hardships. Frequently, a company con- 
siders itself market-oriented just as long as the philosophy doesn’t 
clash with production-oriented policies. Management must recog- 
nize that it must train the company’s executives so that they will 
not only be thoroughly indoctrinated with the new marketing phi- 
losophy but equally important will know how to translate the phi- 
losophy into profitable programs. This orientation period cannot 
be a one-hour, a one-week or a one-month training course. The 
orientation program must be a permanent function. New marketing 
techniques and tools are continuously being developed and execu- 
tives must be taught how to effectively use them. Most companies 
have failed to recognize this need. 

For a company to successfully make the transition from pro- 
duction-orientation to market-orientation requires the installation 
of a new mechanism within the corporate organization. This 
mechanism I call ‘‘Experimental Marketing.’’ 
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Experimental Marketing will have five important functions: 


1. It will act as the central intelligence unit of the company to 
determine if the company’s policies and products are or will be in 
tune with the needs of the market. 

2. It will objectively evaluate creative marketing ideas sub- 
mitted by personnel throughout the company to determine if they 
will improve the company’s marketing methods, 

3. It will develop new marketing strategies that will keep the 
company ahead of its competition. 

4, It will train the company’s marketing management to use 
new marketing techniques and tools. 

5. It will assist the president in coordinating the activities of 
marketing, production and research and development so that all 
three are operating at optimum efficiency. 


How will Experimental Marketing carry out these functions? 
Primarily by the application of methods and procedures already 
being used effectively by research and development. 

As you know, there are two types of technical research in in- 
dustry today—basic and applied research. Basic research is high- 
ly theoretical. It consists of scientific investigations where the 
researcher has been given no specific commercial specifications 
or objectives, although the investigations may be in fields that are 
presently or potentially of interest to the company. Basic re- 
search requires creative thinking and recognizes the need for ex- 
perimentation. This same freedom to think, to theorize, to experi- 
ment, is equally important in the field of marketing. A corporation 
in the future must rely more and more on creative thinking to keep 
it one step ahead of its competitors. EM will act as a clearing 
house for creative ideas and will evaluate them objectively. Cur- 
rently, companies do not have such a mechanism. Asa result, 
creative thinking has been stymied because of ultra-conservatism 
on the part of corporate management. Major changes in market- 
ing policies only occur after there has been a major reorganiza- 
tion. 

In addition to basic research, industry also conducts applied 
research. This involves scientific investigations directed to the 
discovery of new concepts and theories that have specific com- 
mercial objectives with respect to either products or processes, 

Experimental Marketing will have a similar function. It, too, 
will be given assignments that have commercial and practical 
value to marketing management. Nevertheless, these assignments 
will frequently necessitate undertaking experiments in the market 
place that are comparable to the laboratory experiments conducted 
by the technical researchers. 
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Again, following R&D practices, EM would have to conduct 
market tests which would be comparable to building a pilot plant. 
Finally, when a new marketing strategy is developed and tested, 
Experimental Marketing would train marketing management to use 
the new techniques that have been developed. This is comparable 
to R&D people teaching the plant superintendent and his personnel 
how to operate a plant with new equipment and new manufacturing 
techniques. 

Experimental Marketing will fill a vacuum that has existed in 
Marketing for many years, It will give a company a mechanism to 
effectively develop and carry out long range market planning. It 
will act as a catalytic agent to stimulate creative thinking. But it 
will also bridge the gap between the theoretical and the practical. 


Where Does the Experimental Marketing 
Group Fit? 


Chart 9 shows that EM would report directly to the chief ex- 
ecutive of the corporation. This is essential because, in order to 
operate effectively, EM must have direct communication with the 
president. Because of the importance of the EM function, it must 
have stature within the company. Therefore, it is recommended 
that the head of EM be a vice president. However, this does not 
mean to imply that the title is window dressing. Not at all. The 
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man to fill the post must be a highly qualified professional mar- 
keting man. He must know how to effectively use management 
tools such as Marketing Research and Economics, However, he 
must also be able to transform theoretical concepts into practical 
programs. In fact, he should be a man qualified to fill the top ex- 
ecutive post of the firm. 

As you see, EM consists of Marketing Research, Economics, 
Operations Research, Product Planning and Operations Marketing. 
I will briefly describe the functions of each of these departments. 

MR needs little discussion. MR plays a very important role in 
carrying out EM’s functions. MR would aid in screening all new 
ideas and concepts. It would conduct market surveys. It would 
spend considerable time evaluating the effectiveness of the mar- 
keting programs that are being market tested or that have been 
fully commercialized. 

MR would be used both as a creative tool during the develop- 
ment of new marketing programs as well as a constructive critic 
of the company’s existing marketing strategies. By including MR 
in the EM group, the data obtained from market studies would be 
more effectively integrated into the company’s marketing pro- 
grams. This would be a refreshing contrast to Marketing Re- 
search’s present ineffectiveness as a management tool. This 
would instill new life into the profession and would give Marketing 
Research the opportunity to play a more important role in assist- 
ing management in making decisions, 

Basically, this is the reason the Economist would also be in- 
cluded in the EM group. Today, the Economist is isolated within 
the organization so that his talents cannot be effectively tied in 
with long range market planning. All too often top management 
doesn’t know how to use the information that is developed by the 
Economist. By including him in the EM group, he would become a 
more valuable tool of management. 

Few companies have an Operations Research Department that 
I indicated would be part of EM. I believe, however, that in the 
decade ahead it will be recognized as a valuable marketing tool 
and, as a result, many more companies will establish such depart- 
ments, One reason for the present slow growth of OR is that, un- 
like MR, it is costly to establish an Operations Research Depart- 
ment. Therefore, management is hesitant to spend the money 
until it knows more about it and how the company will receive a 
return on its investment, OR can be a valuable asset to MR, the 
Economist and the Operations Marketing Manager in developing 
and evaluating marketing strategies. In addition, it can also be 
used to solve manufacturing problems, 
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Here are three examples of areas where OR will be able to 
make significant contributions: 1. The design and analysis of 
marketing strategies, especially for the movement of consumer 
goods but possibly for movement of industrial goods also. This 
could involve forecasting of consumer demands and the allocation 
of advertising budget among different types of media. 2. Assist in 
the training of executives by use of training games. 3. Determine 
optimal inventory policies for both raw materials and finished 
goods. 

Product planning is a function that is familiar to all of you. By 
including this department in the EM group, EM would be able to ef- 
fectively integrate the activities of Research & Development into 
the company’s long range marketing plans. In addition, not only 
would the new products be developed by EM but the marketing 
strategies necessary to successfully launch the products would 
also be developed and tested. This function would be the responsi- 
bility of the last department shown on the chart. 

I am sure you are wondering what Operations Marketing means, 
This is a brand new function that I believe is an essential in- 
gredient if the Experimental Marketing concept is to be effective 
in carrying out its functions. It would be the link between the 
theoretical and the practical. The Operations Marketing Manager 
would have responsibilities similar to the R&D project director. 
He would be assigned a marketing problem. To solve this prob- 
lem, he would utilize the professional skills of MR, OR and Eco- 
nomics. In addition, he would work with Product Planning in the 
development of marketing strategies required for the introduction 
of new or improved products. The Operations Marketing Manager 
would not operate in a vacuum. In order to effectively carry out 
his broad responsibilities, it is essential that he work closely 
with other departments within the corporate organization such as 
the line organization, advertising, R&D and manufacturing. Itis 
imperative that he prove to these other departments that the func- 
tion of EM is to help them doa more effective job. The Operations 
Marketing Manager must have, not only a creative imagination, 
but must be able to translate marketing theories into practical and 
profitable marketing programs, 

For example, if the company decided to market an industrial 
line of products when previously it had been selling consumer 
goods, the Operations Marketing Manager would not only develop 
the marketing strategy but also would be responsible for setting 
up the sales organization and do whatever else was necessary to 
set the program into motion. Once it was successfully launched, 
then the OMM would step out of the picture leaving in charge the 
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line executive who would be responsible for the continued success 
of the program. Another of his functions would be to teach mar- 
keting management new marketing techniques as they were de- 
veloped. 

From this chart, it may appear that Experimental Marketing is 
designed for the large corporation only. This is nottrue. A 
smaller corporation can also afford an EM department even though 
it might consist of only two people. Remember, it is the concept 
of Experimental Marketing that counts, not the size of the depart- 
ment, 

Up until now, I have discussed the concept of Experimental 
Marketing and how it would operate. I would like to mention a 
number of typical assignments that would be given to EM, This 
should give you a better idea of the scope of the EM’s activities. 
The very first assignment would be to study and evaluate the ob- 
jectives of the company. In many companies objectives have not 
been revised in twenty years. In other cases, they are so general 
that the objectives cannot be used effectively to guide the corpora- 
tion in its long range market planning. Until a corporation has 
its basic objectives clearly defined, EM cannot work effectively. 

Here are examples of other projects that would be assigned to 
Experimental Marketing: 


1. Develop a method to increase the effectiveness of the sales 
force. 
2. Examine the company’s distribution policy to determine if 
it is in tune with the needs of the market. 
3. Determine if the company should establish a warehouse 
system. 
4. Determine if the company should diversify. 
5. Evaluate product X to determine if it should be added to 
the line. 
6. Develop a more effective marketing strategy to sell product 
7. Determine if the sales force should be increased in size 
within the next five years, 
8. Determine if new plants should be built in the next five 
years, 
9. Forecast major changes in the market. The develop a mar- 
keting plan to take advantage of these changes, 
10. Determine if the company’s advertising budget is adequate 
to accomplish its objectives. 
11. Develop a plan which would increase the effectiveness of 
the company’s advertising. 
12. Develop a marketing strategy for the company’s new line 
of industrial products. 
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This is far from being a complete list of Experimental Mark- 
keting’s broad responsibilities but it does indicate that the group 
is primarily concerned with tomorrow’s corporate marketing 
problems. The responsibilites of EM will vary from company to 
company as will the methods and procedures it uses. This is im- 
portant because if Experimental Marketing is to be effective it 
must be custom designed to fit the needs of the corporation. This 
is the reason that I have made no attempt to detail how Experi- 
mental Marketing would handle a specific assignment. 

EM has not been presented here today as a theoretical con- 
cept. It can be a profit-making function for the corporation if top 
management will do three things: 1. Top management must be 
completely sold on the EM concept before setting up the depart- 
ment, 2. It is essential that highly qualified personnel be hired 
for the various positions. This will not be an easy task. 3. The 
board of directors and the president must give the EM group their 
complete support after the department has been established, Ex- 
perimental Marketing must have time to prove to the skeptics 
that its activities are both practical and profitable. 

If a corporation follows these procedures, then I believe that 
Experimental Marketing will become a new and valuable tool of 
the chief executive. 


Part Three 


COORDINATION THROUGH 
MARKETING PLANS 


B. Planning for Industrial 


Products 
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22. HOW TO DO SHORT 


RANGE SALES 
FORECASTING 


J. Brion Foulke* 


Short range sales forecasting is essential for firms witha 
complex product mix, where the products are of a technical 
nature, and where the product is influenced by seasonal or 
fiscal variations. These forecasts should be in detail and 
up-to-date so that management can be confidently in- 
formed. The men near the machines, the researchers, can 
provide excellent forecasts of routine sales but only trained 
salesmen can provide the necessary information on large 
orders. The forecasters must know the value of their fore- 
casts if they are to be used. 


N our industry, semiconductors, short range business forecast- 

ing is facilitated by an excellent trade group—the Electronic 
Industries Association (E.I.A.). Over the years, we have worked 
hard to get participation in the marketing data activities of the 
E.I.A, and the group has now matured to the point where it is al- 
most impossible to miss an annual forecast by more than 10 per 
cent. It is possible not only to segment the market with accuracy 
but possible to section the segments. So, you might say that the 
hard work done in one area has allowed us to become lazy in 
another area. Short range business forecasting for us is just an 
exercise with no real bearing on our particular business’ growth 
or success. Short range sales forecasting is another matter. An 
individual company can react to good or adverse predictions in 
time to gain an advantage from having been forewarned. 

At a time when industry is placing heavy emphasis on long 
range planning, why do short range forecasting? 

1. We must be successful this year. If we are not successful 
this year, we won’t be in business to take advantage of our long 
range planning five or ten years from now. 


*J, Brion Foulke, Manager, Marketing Intelligence, Semiconductor Division, 
Hughes Aircraft Company. 
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2. The factory is filling yesterday and today’s orders. The 
factory is making units to be used today and tomorrow. Our prod- 
uct mix five years from now will probably bear little resemblance 
to what we sell today. 

3. We need a measure of our current performance. 

4. We must be aware of the detail changes which determine 
the trends. 

Having established that a short range forecast is justified, we 
need the answers to four key questions: Who needs it? Who can 
do it? How is it done? How is it used? 


Who Needs It? 


1. If you have an uncomplicated product line, the need is not 
so pressing. As the product mix becomes complex, you need 
short range forecasting unless you have unlimited funds and plant 
capacity. 

2. If your product is influenced by seasonal or fiscal varia- 
tions, you need short range forecasting. In our business, June, 
July, August, November, December, January, February are key 
months. If your product is razor blades, your forecasts are more 
concerned with population growth and the inroads of electric 
shavers over a period of time. 

3. If you products are technical in nature and subject of obso- 
lescence, you need short range forecasts. You also need sharp 
marketing intelligence to keep management informed. 

4, What level of management in your company needs it? The 
answer to this question determines the details required in a fore- 
cast. Knowing why your management requested it will determine 
the degree of accuracy required. Typically, the general manager 
needs data for a Chamber of Commerce talk. Plus or minus 25 
per cent is sufficient, and the plus makes for a better news re- 
lease. The director of R&D wants to know how much a certain 
segment of the market has grown and a projection over two years 
to help him decide whether to continue or abandon a project. If 
you have been in the industry awhile, some quick checks and a few 
well placed phone calls will suffice and give you the degree of ac- 
curacy you require. The Controller wants bookings by product 
line for the year by month. The answer cannot be casual. Pro 
forma profit and loss and division budgets will be based on the 
answer. The Production Control Manager wants to know at what 
rate his lines should be scheduled by month for the year. He needs 
to know key target types. The Sales Manager wants to get his 
quotas for the Incentive Compensation Plan for the next quarter. 
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He has to have the information by unit sales territories. And the 
Product Planner needs to know what is selling in the market place 
that we should be making. 

In our business, electronics, experience has shown that ac- 
curacy degrades rapidly after two years. Lead times for large 
programs, both military and non-military lend a semblance of 
stability for this two year period of time. It is the exception 
rather than the rule to design in a new component after the design 
has been finalized. A one year look presents good visibility and 
good accuracy overall, and is limited only by the information your 
forecasters are able to get from the users. Teaching the sales- 
men to ask the questions as to user plans has been a very valuable 
tool. Experience has shown that for accuracy of detail, six 
months seems optimum. We begin to lose accuracy forecasting a 
quarter by month at the month level, but the quarters track close 
to forecast. 


Who Can Do It? 


The men closest to the customers and the machines closest to 
the statistics. Who should do it? It depends on your own situa- 
tion—your company in your industry. We use both methods. 

Let’s review our problem. We have 17 product lines, 4,000 
types, and 3,000 active customers. What are the facts we need to 
know? Forecasted sales by type within product line, by unit sales 
territory, by month. What are our tools? Our field sales force of 
40 men and our computer, an IBM 709. 

Who has what? Our salesmen have current contact with the 
customer; know future needsS—whether we make it or not; have ex- 
perience against competitors, know customer vendor feelings, and 
who can deliver what; have an awareness of changing philosophies 
both in design and purchasing; know the economic situation in 
their territories; and are aware of the most recent pricing ma- 
neuvers., 

Our computer has past performance, by type, model, but not by 
customer or territory; current commitments; present inventory; 
and historical prices based on a sample of one, 

Our experience has shown that the computer can do a credible 
job on stable and somewhat matured product types, but our sales- 
men know where changes are going to be made and when the large 
procurements will be made. We are currently planning to wed 
the two forecasts. 
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How Is It Done? 


Our field sales force has been forecasting for a number of 
years with only moderate success, Typically, a guess was made 
at annual volume by our product models and divided by 12 to indi- 
cate the monthly bookings forecasts. We want to get: type within; 
model within; month by; unit sales territory within; district with- 
in; and region. 

To begin with, month by and unit sales territory within were 
unknown, Field assignments had been loosely made and easily 
changed. We lacked continuity. We had to establish a geographic 
control. We did this in 1959 by establishing every $100,000 cus- 
tomer in 1962 as a unit sales territory and combinations of cus- 
tomers equalling $100,000 in 1962 as a unit sales territory. No 
territory crossed a state line. In 1962 none will cross county 
lines. Results are that 326 unit sales territories are covered by 
approximately 40 salesmen. This resulted in very little change 
in account coverage but we let the new arrangement sink in for 
almost a year before we changed the forecasting format. 

Sales analysis told us that a small per cent of our customers 
gave us 96 per cent of our business. Further analysis showed 
that a small per cent of our product line also gave us 95 per cent 
of our business. With this as a guide we set our first limiting 
conditions. We wanted to see a forecast on $5,000 or 5,000 units 
per type and more. This approach was calculated to result in 
forecasts which would be a maximum of eight per cent low. Actual 
results will be presented later. 

For years the product lines had been assigned an Alpha-nu- 
meric code name which partially described the product, e.g.: 


GAL Germanium, glass package, first series 

SA 1-2 Silicon glass package first series, second model 

SXB1 Silicon transistor coazial metal package series 
one 


This system placed an excessive burden on our existing data 
processing equipment and so a four digit descriptive code was as- 
signed. We already had established a seven digit code for our 
customers. Five digits for name and two digits for location. We 
established a five digit code for our unit sales territories—one for 
region, two for district and two for the unit itself. 

The next step was to develop a convenient format. The format 
had to be easy to use in the field and easy to key punch in data 
processing. Until a systematic approach to the problem was 
made, the field sales force had been using 13 column spread 
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sheets which were bulky and hard to reproduce and difficult to re- 
duce information from. 

Traditionally, the salesmen had tried to outguess the factory 
and made their forecasts to reflect the delivery schedules. We 
wanted them to show when the order would be booked for two rea- 
sons. This would tell us when to expect unusual demands on our 
production line, and management is always happy during the 
months when bookings are high. However, if we had some warning 
of bad months we could prepare management and keep the fingers 
off the panic button. Of course, this also allows the salesmen to 
tell his supervision when to expect lean times in his area and of- 
fers them a chance to take remedial action. Our salesmen had 
been spending considerable time forecasting. Each month they 
made a four month moving forecast and once each year an annual 
forecast. Typically, one or two days a month were spent on the 
moving forecast by each man, district managers took two or three 
days for review and region managers often took a full week. The 
cost of this approach was fantastic. Annual forecasts often took 
each man a week. This situation was reviewed to determine what 
we really had to have in the plant. 

It was determined that for the first use of this new technique 
and new forms some one from Marketing Research would sit with 
each man as he made his annual forecast. This emphasized the 
importance of the forecast to the company and the need to be ac- 
curate. Average time was something less than four hours for 
each man. District review was cut to one day and region manager 
review to two days. Time saving on a quarterly basis was 234 
man days or in other words we gained three and a half salesman 
years, 

The computer is easier to get to and less costly after the pro- 
gram is written, about $100 per month for machine time and pa- 
per. In the memory of our 709 is stored a three year sales his- 
tory by type. Each month new bookings information is fed in to 
the memory. Inventory information is also introduced and com- 
mitments on the books recorded. The program is written to 
weigh most recent history. The resultant report presents a 
columnar fashion, a prediction by type, by month for three months, 
The finished goods requirements for the next three months, plus 
current commitments, commitments for the following two months 
and all future commitments. 

Our business falls roughly into two main categories: large 
orders $100,000 and up and what we call float—this is the small to 
medium size business which is more or less routine and averages 
about $50,000 to $60,000 per day. The computer’s accuracy in 
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predicting float business is usually within four per cent for items 
which have moved in excess of $3,000 for the last six months, 
However, the computer is blind when it comes to coping with the 
large negotiated orders. Our field sales force forecasts both ma- 
jor business and ‘‘float’? business. On an actual performance 
basis how accurate have they been? Using our most recent data, 
for our comparison units are used rather than dollars as the fac- 
tory controls pricing policy, some typical results are shown below, 


Product line A 


Field Forecast 2,225,600 Forecast error—7.6% 
Actual Bookings 2,394,803 

Product line B 
Field Forecast 3,265,350 Forecast error—25% 
Actual Bookings 2,445,411 

Product line C 
Field Forecast 1,266,555 Forecast error—1.25% 
Actual Bookings 1,250,648 

Product line D 
Field Forecast 143,400 Forecast error—11.0% 
Actual Bookings 158,934 

Product line E 
Field Forecast 454,400 Forecast error—0.85% 
Actual Bookings 458,296 

Product line F 
Field Forecast 18,145 Forecast error—4.15% 
Actual Bookings 17,378 


Over-all dollar forecasting error has been 1.85% 


We have reduced everything back to its finest detail within the 
framework of certain ground rules. The forecast has been built 
up by units, not dollars, from and individual type being sold in 
quantity to individual customers. From this starting point data 
processing equipment gives us totals: by customer; by unit sales 
territories; by district; by region; by product type, by month, 
quarter and year; by product model by month, quarter and year; 
predicted selling prices. 


SHORT RANGE SALES FORECASTING 
How Is It Used? 


This is the real crux of forecasting. If a forecast is to have 
any value at all it must be well used and the confidence in the 
forecast by all concerned has to be well established for it to be a 
useful tool. 

In our case I will detail how our short range forecast is ac- 
tually put to use: Marketing submits to division general manage- 
ment an annual ‘‘Bookings Forecast,’’ detailed by type and model 
by month, This is reviewed and revised quarterly. Division gen- 
eral controls reviews the detail and determines what they will be 
able to ship for the period. A division budget is established on 
the anticipated volume. Production control relates their yield 
statistics to the details of product type to determine what their 
production rate should be and whether it can be achieved on exist- 
ing equipment with existing manpower. The field sales manager 
uses the information: as a guide in setting incentive compensation 
goals; to determine proper allocation of manpower; and as an 
assist in determining office locations. The field sales force uses 
the information as a marketing plan. The ‘‘blue sky’’ section of 
the forecast is used in product planning. Originally this was asked 
for only on an annual basis. At our salesmen’s insistance this is 
now a part of our quarterly forecast. The salesmen are becoming 
more and more aware of what our customers are using that we do 
not currently supply. Some of this might be called ‘‘Grass is 
greener’’ complex but when specific requirements are called out 
by part number by customers it has a good impact on the factory 
and the people doing product development work. 


In Final Summary 


To be successful a short range forecast must deal in detail. 
The forecasters must know what is wanted from them. The fore- 
casters must know that what they say is going to be used—they 
must know of its value to the company. The forecast must be 
flexible (we up-date ours quarterly). People inside the plant must 
have confidence in the forecast (this is built on performance), 
Management must be kept informed, We appraise our management 
monthly as to how we are performing against forecast. This builds 
faith—oftentimes we may not be close to forecast but if the dis- 
crepancy is explainable everyone is a step closer to the problem 
and its solution, 


23. THE CHIPS ARE DOWN, 
THE IMPACT OF CHANGE 
ON INDUSTRIAL MARKETING 


Edward J. Green* 


The acceleration of the rate of change brought with it such 
revolutions as rapid technological developments, the popu- 
lation explosion, increased concentration, spreading com- 
munism, the threat of war, as well as in management. These 
revolutions have effected marketing by eliminating time 
and space barriers, changing the life cycle of products, 
providing new consumers, opening world markets, creating 
more competition, and emphasizing the need for greater 
productivity in marketing. Greater marketing productivity 
can be achieved through more effective use of marketing 
research leading to better strategy and tactics, greater rate 
of innovation, and improved manpower development. 


HE history of civilization is the story of continuous change. 

Those plants, animals, persons, organizations and nations that 
successfully adapted to their changing environment continued to 
thrive—those that failed, didn’t survive. 

The factor that is drastically —explosively —different today is 
the rate of change. In former periods of history, it took genera- 
tions—even centuries—to effect significant change. Children en- 
tering school expected to live and die in a world that was prac- 
tically the same as their father’s and grandfather’s, and they were 
trained accordingly. Today, the world is changing so rapidly that 
we cannot train to meet a given situation. We must educate people 
to cope with whatever changes may occur, and there are only three 
things about the future that are certain. It won’t be like the past. 
It won’t be like we think it’s going to be. The rate of change will 
be faster than ever before. 

According to McKay -Shields, the famous consulting economists, 


*Edward J. Green, Vice President, Planning & Marketing, Westinghouse Air 
Brake Company. 
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sixteen concurrent revolutions are completely changing the nature 
of the world in which we live. We certainly can’t discuss all six- 
teen today, but I would like to identify six which have had the most 
impact on business and especially on marketing. 


Technological Developments 


Experts estimate 90 per cent of all the scientists who ever 
lived are alive today and that there has been more technological 
advancement since 1930 than in all the history of the world prior 
to that time. Perhaps the most startling effect has been that 
modern communications and supersonic transportation have sub- 
stantially eliminated time and space. The most diabolical aspect 
is not the incredible change or even the rate of change, but the 
delayed explosion. America spent less than four billion dollars on 
research and development in 1953, last year such expenditures 
were more than twelve billion dollars. There is an average time 
lag of seven years before we get the full impact of R&D expendi- 
tures in the form of marketable products or tested weapons. Con- 
sequently, we have not really begun to feel the effect of tripling 
R&D expenditures between 1953 and 1960. If, in recent years the 
bewildered businessman, like Alice in Wonderland, had to run as 
fast as he could to stay where he was, what can he do now to stay 
ahead of the avalanche of innovation? 


Population Explosion 


The United States if growing at the rate of 3 million people per 
year, that is equivalent to a city the size of Chicago. The world 
is adding 3 million every month, and those areas that can least af- 
ford it are expanding most rapidly. Some consider the population 
explosion a greater menace than the atomic bomb. From the time 
of Columbus to Franklin D, Roosevelt, world population grew 
about one-half per cent a year. Today, the world-wide rate of in- 
crease has trebled, but in India and most underdeveloped areas, it 
is five times faster. To make matters worse, their capacity to 
produce is greatly exceeded by their capacity to reproduce. Egypt 
is now building the Aswan Dam to make more arable land avail- 
able for her teeming millions. When the dam is completed in 
1969, the amount of arable land per capita will be less than it was 
before they started the dam—for the same reason, 

Usually, when we hear the term ‘‘explosion’’ we’re not con- 
cerned about something growing larger, even at a very rapid rate. 
‘‘Explosion’’ normally means a violent change in the relationship 
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of components and this concept is particularly applicable to popu- 
lation. For instance, America has been changing from a rural to 
an urban society ever since 1776. This shift has opened a Pan- 
dora’s box of problems. As late as 1900 it took 20 farmers and 
20 horses to feed 100 people. Today, 5 farmers do it with 5,000 
horsepower in mechanical equipment. The population has not only 
shifted from farms to cities, but there have been great concentra- 
tions in megalopolis areas that extend hundreds of miles across 
municipal, county, state and regional boundaries, such as the one 
that stretches from Richmond, Virginia, northward through Wash- 
ington, Baltimore, Philadelphia, New York, and Boston. 

Thirty-five years ago only four per cent of the eligible high 
school seniors went to college. Today the figure is thirty per cent 
on a nation-wide basis and forty per cent in metropolitan areas. 
Such a significant change in the educational background of the 
population automatically triggers another revolution, the revolu- 
tion of rising expectations. This causes both prosperity and in- 
security since much of our prosperity is dependent on mass pro- 
duction which is based on mass consumption which is financed by 
consumer credit. 

The make up of the work force has also changed dramatically 
in recent years. There has not only been a great influx of women, 
but a continuing shift from blue-collar to white-collar workers, 
Twenty years ago the non-agricultural work force was composed 
of 60 per cent blue-collar and 40 per cent white-collar workers, 
today that ratio is about reversed. This not only represents a 
continuing trend from direct to indirect labor, butit is particularly 
serious because productivity has not increased as fast among 
white-collar as among blue-collar workers. 

There has also been a sharp reduction in the percentage of the 
total population that is gainfully employed. Higher birth rates and 
longer periods of formal education have kept a much larger num- 
ber of young people from entering the work force. Early retire- 
ment and greater longevity have taken a much larger number of 
oldsters from the work force. The net result is that a smaller 
percentage of workers are required to maintain an ever-increas- 
ing group of non-workers on an ever-increasing standard of living. 


Concentration of Power 


Many business men are so deeply concerned with the growing 
power of labor and government they fail to recognize that con- 
centration of power is a symptom of our age in all fields of en- 
deavor. We have big labor, big government, big military, big 


CHANGE AND INDUSTRIAL MARKETING 219 


business, and even big churches. America will never again see 
the time when 30 independent companies manufacture passenger 
automobiles and we shall never again negotiate labor contracts 
with independent local unions at each plant site. One-tenth of the 
work force is on government payrolls and the rest of us are work- 
ing for the government most of the time. It’s only coincidental 
that one out of ten in the total population is mentally or emotionally 
disturbed. Most of the latter group are in this predicament be- 
cause they are unable to cope with their environment. 


Democracy versus Communism 


It is dangerous over-simplification to think of the present 
world struggle as a contest for the balance of power. It is more 
accurate to think in terms of the dynamics or diffusion of power. 
Until a few years ago, we were not greatly concerned about com- 
munism. We thought it was a crackpot economic philosophy prac- 
ticed by a bunch of illiterate peasants who lived half way around 
the world. While it was annoying, we were convinced it was totally 
unsound and couldn’t possibly prosper or spread, and if the Rus- 
sians would just keep it to themselves and let us alone, it would 
soon dry up and blow away. That made it particularly shocking to 
suddenly realize that more than a third of the people in the world 
today are living under communism and most of them enjoying a 
higher standard of living than ever before. By coincidence, while 
we were counting on the collapse of communism, they believed 
that the seeds of dissolution were inherent in capitalism, and they 
were waiting for our bubble to burst. This mutual misunderstand- 
ing has multiplied the tensions of the cold war because the Soviets 
were convinced that when we stupid Americans awakened to the 
fact that the collapse of capitalism was inevitable, we would launch 
preventive war. Khrushchev had to visit the United States in per- 
son before he recognized that the American economy was not 
tottering on the brink of collapse. By that time, Russian develop- 
ments in atomic weapons and space technology had seriously 
limited our superiority of power. To borrow a phrase, we are 
now engaged in an agonizing reappraisal of our foreign policies 
and commitments. We have been forced to recognize that on the 
short range, the communist system has some distinct advantages. 
As the head of a monolithic state, Khrushchev can and does allo- 
cate his resources toward whatever objectives he deems most 
desirable. If he wants to give his people guns instead of butter, 
they get guns. If he wants to give them factories instead of hous- 
ing, they get factories. If he wants to allocate 20 per cent of his 
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gross national product for defense or spend billions of rubles for a 
race to the moon, who can question his decision or authority? 
Last year, America produced 50 times more passenger automo- 
biles than the Russians, but they outproduced us in machine tools, 
Unfortunately, the underdeveloped markets aren’t buying many of 
our luxury automobiles, but there is a growing demand for ma- 
chine tools. The only way to offset this short-term advantage of 
communism is for American managers to develop better methods 
of allocating our resources toward the most important objectives 
—and to preserve our way of life, it must be done voluntarily. 


Threat of War 


Although there have been wars and rumors of war since the 
dawn of history, man has never before lived under a sword of 
Damocles that was suspended by a thread so thin that it might be 
broken accidentally, and the resulting holocaust would wipe all 
humanity off the face of the earth. How have we reacted to this 
dilemma? We have two and a half million men in uniform, another 
million civilians in the defense establishment and we are spending 
approximately 50 billion dollars a year in a desperate effort to 
maintain an adequate defense posture. We have developed a tre- 
mendous arsenal of guided missiles with atomic warheads and 
diabolical capabilities in chemical and germ warfare. But we 
must ask ourselves the ultimate question, ‘‘Are we any safer today 
than when we started this rearmament race in 1947??? The answer 
is ‘‘No,”? 

Perhaps America should ask, ‘‘What is it that we really want?’’ 
On the basis of past experience, it may be impossible to get a de- 
finitive answer, but we can identify the things that we don’t want. 
We don’t want an outbreak of hot war. We don’t want a continua- 
tion of the cold war. We don’t want an indefinite military stale- 
mate. Perhaps we could agree that we really want to have a just 
and durable peace, with a higher standard of living and a better 
way of life for ourselves and everyone else. If this is true, we 
should ask ourselves whether we are allocating enough resources 
in a direct effort to accomplish these objectives that are most de- 
sirable. Until recently, the answer to this vital question would 
also have been negative, but in the past two years significant prog- 
ress has been made toward this goal. 


Managerial Revolution 


McKay-Shields said the sixteenth revolution was the manageri- 
al revolution and warned that if we managers fail to bring this off 
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successfully, we need not worry about the other fifteen, because 
we simply would not be around to enjoy the benefits or suffer the 
results. Can this possibly be true? If management is really this 
important, isn’t it high time that we get a clearer idea of what it 
is and what must be done to improve it? 

Management is frequently described as the process of getting 
things done through other people. Unfortunately, most of the ras- 
cals in history were very good at that, but they usually got the 
wrong things done through the wrong people at the wrong time. In 
order to solve the managerial lag, we must achieve good manage- 
ment, which is the effective application of resources to accomplish 
optimum objectives. To achieve good management, we must: 


1. Not only know our objectives, but be able to determine 
which ones are most important. 

2. Provide the right resources at the right place and 
time in the right quality and quantity. 

3. Apply them effectively. 


May I cite my own company as a specific example of the tre- 
mendous managerial problems produced by change in a dynamic 
corporation, Ten years ago the domestic operations of Westing- 
house Air Brake Company consisted principally of two plants in 
the Pittsburgh area serving the railroad industry. Today there are 
twelve plants in fifteen states serving six industries. Our sales, 
service and manufacturing operations have expanded into fifty-five 
countries around the world. In the process, we also tripled our 
sales and tripled the number of employees. The speed and com- 
plexity of the age, rapid changes in external and internal environ- 
ment, geographical separation, diversification of products, mar- 
kets, and industries all contributed to the creation of managerial 
problems at the corporate level that were at least ten times more 
difficult than they had been ten years earlier. WABCO had to de- 
velop a different concept of management backed up with practical 
methods of implementation in order to cope with the problems that 
had been triggered off by its program of expansion and diversifi- 
cation. Many corporations have been confronted with similar 
problems in recent years and more will have to face them in the 
future. 


The Impact of the Revolutions on Marketing 


So far we have been discussing the size and urgency of the 
problem and identifying some of the concurrent revolutions that 
are completely changing the nature of the business world. Let us 
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now look more closely at the impact of these developments on 
marketing. 

The significant elimination of time and space has already pro- 
duced a complete marketing revolution. Regional and state bar- 
riers have broken down and national barriers are rapidly crumb- 
ling. Today’s business manager is a true internationalist. He 
continuously asks the question, ‘‘Where in the world can I make 
my products most economically and market them most profita- 
bly??? 

The tremendous increase in the rate of innovation has produced 
drastic changes in the life cycle of our products and shifted the 
primary responsibility for product development from engineering 
to marketing. It is now imperative to achieve a much more rapid 
pay out on new products, This tends to increase both the cost and 
risk of product development, testing and marketing. To reduce 
the risk to acceptable limits, we must have much more accurate 
information about technological trends, competitive strategy, the 
size and nature of our markets and the needs and habits of our 
customers as well as our own marketing effectiveness. 

The population explosion has also produced a marketing revo- 
lution. New markets and customers are being created at an ever- 
increasing rate as a result of the shift from rural to urban so- 
ciety, the development of tremendous megalopolis areas and many 
other changes in the location and make-up of the population. The 
revolution of rising expectations has brought a major shift in the 
distribution of income and a sensational growth in consumer ex- 
penditures. McGraw-Hill predicts that while population is in- 
creasing 31 per cent in the next fifteen years, the expenditures for 
services will go up 97 per cent, for housing 100 per cent, and for 
durables 94 per cent. 

The economic war for survival is being waged with the weapons 
of productivity and marketing effectiveness. The old-fashioned 
exporter is passing into oblivion and the emphasis is shifting to 
international operations. The efficient use of our productive ca- 
pacity and the profitability of our economy are dependent upon our 
ability to serve mass markets beyond our own borders. This will 
require much more operational intelligence, financing and gov- 
ernment support that was dreamed of ten years ago. 

The concentrations of power in government, labor and military 
have many far-reaching implications, but the concentration of 
power through mergers and consolidations in the world of busi- 
ness and industry is equally significant. The concentrations tend 
to increase rather than to minimize competition in the market 
place, but have not yet produced any significant decrease in the 
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cost of distribution of industrial goods. This problem must re- 
ceive greater attention in the future because marketing will be ex- 
pected to achieve increased productivity commensurate with the 
gains made by manufacturing, engineering and other corporate 
functions. 

Actual wars and threats of war have always had tremendous 
impact on marketing policies and procedures. In spite of progress 
toward peace through controlled disarmament, government ex- 
penditures will continue to rise. The nature of expenditures, how- 
ever, may shift as fast in the future as they have in the recent 
past when emphasis was changed from aircraft to missiles. 

It is doubtful if any change will have greater impact on market- 
ing than the managerial revolution. If management competence is 
measured by increased productivity, there are no groups in man- 
agement that are doing a poorer job than marketing management, 
By the same token, there are no areas where it is so difficult to 
achieve effective management because we are dealing with more 
intangibles and have greater difficulty in achieving effective direc- 
tion, control and motivation. It will be impossible to achieve a 
successful managerial revolution without accomplishing great im- 
provement in marketing effectiveness. 

These are four major areas for concentration of effort in order 
to achieve the increased marketing effectiveness that must be ac- 
complished. 


Marketing Research 


Due to the speed and complexity of our environment, particu- 
larly the tremendous increase in world-wide competition, man- 
agement must have more accurate and adequate marketing infor- 
mation so that essential decisions can be made with acceptable 
risk. The average capital goods company today has such an ac- 
cumulated deficit in the areas of marketing research that its 
profitable survival is threatened. Such information can no longer 
be collected in bits and pieces to solve isolated problems or make 
independent decisions. Operational strategy, province, growth, 
corporate identity, product development, competitive tactics, mar- 
ket potentials and marketing performance are all interrelated. 
The first step in marketing research is to determine the mini- 
mum amount of intelligence that must be available for sound deci- 
sion making. The second step is to determine how and where such 
information can be collected in the most economical and efficient 
manner, The third is to collect, process and present reliable data 
so that the top management can promptly and accurately determine 
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the relative advantages and disadvantages of alternate courses of 
action. In this day and age, the effective use of adequate market- 
ing information is just as essential to profitable operations as 
product leadership, manufacturing capabilities, qualified person- 
nel or financial resources, 


Strategy and Tactics 


Marketing strategy involves the basic determination of where 
you are, where you are going, and how you are going to organize 
to get the job done. It requires the clarification of current and 
potential ‘‘provinces,’’ areas of opportunity and responsibility. 
Successful ‘‘tactics’’ require specific, detailed, dynamic market- 
ing plans by major products and markets which spell out specific 
objectives and show who is going to do what, when, at what cost, 
to accomplish what results. 

The typical manager does a fair job of tactical planning, but a 
bad job of defining the province of operation and developing sound, 
long-range strategy to exploit opportunities and responsibilities in 
that province. One need only look at the thousands of companies, 
large and small, who are regularly entering and withdrawing from 
markets, often suffering heavy losses. How many ofthe companies 
who entered the household appliance business after World War II 
are still in it? Are we approaching a stage in the capital goods 
business where only the prime innovators will earn profits from 
exploiting new markets? The best choice for a well-managed firm 
is to select certain fundamental markets and do whatever is nec- 
essary to be certain that it is just as capable of serving those 
markets as anyone. Since this approach requires the investment 
of substantial sums in R&D and market research before launching 
a new product or entering a new market, no company can afford 
to make a decision as to its province without the most careful 
analysis. It is one of the most important decisions any company 
makes and hence must be made by top management based upon the 
highest quality staff efforts available. The day is gone when trial 
and error was the best way to test new markets or new products. 


Innovation 


Never before in the history of American business has there 
been such a tremendous premium on the development of new and 
better products and processes. While there is no advantage in 
change for the mere sake of change, it is hopelessly impossible to 
solve today’s problems or compete in today’s markets with 
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yesterday’s programs and products. Technology advances by 
geometric progression. If a successful company needed to have 
25 per cent of its sales from new products in 1960, it may require 
50 per cent by 1965 to remain successful. Sophisticated companies 
are setting up a whole new system of intelligence to keep abreast 
of scientific advancements that pose technological threats in the 
short-range future. Innovation is equally important in field dis- 
tribution, sales promotion and all other marketing areas as well 
as product development, 


Manpower Development 


With the exception of marketing research and product develop- 
ment, there may be no area in the average capital goods company 
where greater deficits exist than in the field of manpower devel- 
opment. There are probably no areas where greater profitability 
can be achieved with lower cost in less time than improvement of 
marketing management. When United Airlines changed from piston 
engines to jets, their senior pilots received seven weeks of special 
training. The changes in marketing techniques produced by the 
marketing revolution are much more extensive than the changes in 
flight techniques from piston engines to jets. Ninety-five per cent 
of the industrial marketing people have not been given adequate 
training to perform the tasks they are now expected to discharge 
successfully. 

In war the battle is the payoff. In business the chips are down 
in marketing. Everything starts with an order and continuing 
profitability can only be achieved when adequate goods and serv- 
ices are delivered in sufficient volume to satisfied customers at 
an appropriate price. This used to be relatively easy to forecast 
and accomplish based on experience, good customer contacts, an 
expanding economy, and the old school try. Today we’re living in 
a different world. More than 75 years ago the ‘‘better mouse- 
trap’’ theory of marketing became obsolete. More than 50 years 
ago the general store began to fade away, followed by the corner 
grocery. More than 30 years ago a marketing revolution started 
in intangibles, spread to consumer goods and now the pent up 
force is breaking on industrial marketing. Today our whole econ- 
omy is feeling the full brunt of the revolutionary changes we have 
just discussed. To withstand this impact, management must apply 
its resources more effectively toward the accomplishment of opti- 
mum objectives. To help achieve this goal, marketing must: 


1, Provide adequate decision-making data. - 
2. Formulate strategy and tactics responsive to domes- 
tic and world markets. 
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3. Innovate at a much faster rate in products and mar- 
keting services. 

4. Develop marketing manpower who can and will carry 
the marketing programs to a successful and profitable 
conclusion, 


The challenge of leadership is the willingness and ability to 
face facts, accept their implications, and take appropriate action. 
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24. A CASE HISTORY ON LONG 
RANGE PLANNING — THE 


INCO STAINLESS STEEL 
MARKET STUDIES 


C. M. Schwitter* 


As the largest single use of abundant nickel is stainless 
steel, market research data provided by a nickel producer 
for the use of stainless steel producers and service centers 
has stimulated increased nickel sales. Analyzing and 
classifying secondary data which yield detailed consump- 
tion figures by form, industry, and geographically for the 
past, present and future provides the means through which 
markets can be located swiftly and sales planning carried 
on more confidently. The marketing of such marketing re- 
search is indeed unique and certainly successful. 


HE story of this marketing operation began in 1957 when, after 

twenty years of shortage, nickel became a metal in abundant 
supply. The capacity of the industry to produce nickel was far in 
excess of what the Free World could reasonably be expected to 
consume, and this was supplemented by large government stocks 
which no longer served their purpose, and were therefore available 
to private industry. 

The obvious answer to the problem of over-supply was a strong 
marketing effort designed to increase consumptiun of nickel by 
recapturing markets lost during the long period of shortage, and by 
creating new demands for new uses. Several courses of action 
were initiated and pursued along a broad front. A single program 
is described here, in two parts. First it is an account of market 
research used to define and locate the markets for stainless steel. 
The second part describes the techniques used to market the 
results of the market research on stainless steel. 


*C, M. Schwitter, Market Research Manager, The International Nickel Com- 
pany, Inc. 
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The sales promotion of nickel has always presented unusual 
problems because, unlike most metals, its larger fields of use 
are as small alloying additions to other metals. It has some 
applications in its pure state—coinage is a good example—but its 
volume markets are as an alloying element in steels, in heat 
resisting alloys, in brasses, bronzes, cast iron, and as a base 
coating for chromium plating. 

The largest single market for nickel and one offering a large 
future potential, is stainless steel. About seventy per cent of the 
wide variety of stainless steels contain nickel, and the average 
nickel content is roughly ten per cent. It is therefore necessary 
to develop a market for one hundred pounds of stainless in order 
to consume about seven pounds of nickel—roughly five dollars 
worth. This is not a new concept. It is something which the nickel 
industry long ago accepted as one of the facts of its marketing life. 

A second complicating factor is that, as a primary metal pro- 
ducer, the nickel industry does not manufacture stainless steels, 
This is done by its customers, the steel producers, There are 
about a half-dozen major producers of stainless, supplemented by 
twenty or thirty other independent facilities ranging from inte- 
grated melting and rolling mills to small specialty shops which 
purchase semi-finished material for the production of fine wire, 
strip, tubing, and specialties. 

A third complicating factor is the fact that although each stain- 
less producer, large and small, has its own sales organization 
vigorously promoting its own product with the manufacturer of 
end-products, a great deal of stainless is sold through Steel 
Service Centers, or warehouses, which maintain for their custom- 
ers convenient stocks in a variety of shapes, sizes and composi- 
tions and provide operations such as slitting, flame cutting, wire- 
drawing, centerless grinding and other services for customers who 
prefer not to buy in large quantities direct from a producing mill. 

How could the nickel industry increase the sale of stainless 
steel under these circumstances? It could, and always has done, 
the obvious—namely use its own technical selling organization to 
promote the use of stainless steel with manufacturers of indus- 
trial equipment and consumer products. But this is a very small 
selling force compared with those of the major producers and 
Steel Service Centers. 

It was concluded that the best course would be to assist the 
vast selling organizations of these producers and Service Centers 
by contributing tools to help them sell, and a program of market 
research suggested itself as a useful course of action. At first 
thought it might seem presumptuous to contribute market research 


CASE HISTORY ON LONG RANGE PLANNING 229 


information to an industry with large and long-established com- 
mercial research organizations, such as those os United States 
Steel, Allegheny-Ludlum, Armco, Republic and others. But 
certainly none of these could be expected to publicize its own 
market research information for the benefit of its competitors. 
The nickel industry, however, was in an excellent position to 
develop data for the mutual use of notonly the major producers but 
the small ones, all good customers for nickel, and it had a special 
interest in assisting the sales efforts of that very important group, 
the Steel Service Centers, through whose warehouses more than 
one-third of the total stainless tonnage is sold. 


Market Research Procedures on Stainless Steel 


Using statistical techniques developed by Herman B. Director 
Associates, Inco has published a series of twenty separate bulletins 
showing the amount of stainless steel consumed by various indus- 
tries such as Food Processing Equipment, the Automotive Industry 
and eighteen others. The data were broken down by forms, such 
as cold rolled sheet, bars and eleven other forms for the years 
1947 and 1957 together with a projection to 1967. In addition, total 
stainless consumption by each industry was shown in the most 
important local geographic marketing areas such as Chicago, 
Detroit, Philadelphia and eighty-four others. The latter informa- 
tion was considered particularly useful to Service Centers, which 
generally operate at a local level, as well as to producing com- 
panies which analyze sales on a regional basis. Similar data were 
developed for total alloy steel and alloy steel bars, and in lesser 
detail for carbon steel. 

The series of twenty Inco Stainless Steel Market Studies were 
released at the rate of two a month beginning in September 1960 
and terminating in June 1961 with publication of a twenty-first 
bulletin called ‘1967 OUTLOOK-U.S.A.”’ giving basic tabulations 
and analyses of the entire program. The techniques used to de- 
velop these Market Studies were essentially as described here. 

The primary source of marketing data on stainless steel is the 
American Iron and Steel Institute commonly referred to as AISI, 
This organization issues quarterly statements itemizing tonnage 
shipments on a national basis from producing mills to various 
industries such as Food Processing Equipment and many others. 
Table I lists twenty major markets upon which AISI reports and 
which were selected for these studies. Information on each of 
these markets is published for each of thirteen separate shapes 
and forms, as listed in Table II. 
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TABLE I. Twenty Major Industrial Markets for Stainless Steel 


APPLIANCES, UTENSILS & CUTLERY 

FOOD PROCESSING EQUIPMENT 
AUTOMOTIVE INDUSTRY 

AGRICULTURAL MACHINERY 

CONSTRUCTION, CONTRACTORS’ PRODUCTS 
HAND TOOLS 

OTHER DOMESTIC & COMMERCIAL EQUIPMENT 
CONSTRUCTION & RELATED EQUIPMENT 
GENERAL PURPOSE INDUSTRIAL EQUIPMENT 
MINING, QUARRYING & LUMBERING 

METAL WORKING EQUIPMENT 

OIL & GAS DRILLING 

OTHER SPECIAL INDUSTRIAL EQUIPMENT 
RAIL TRANSPORTATION 

ELECTRICAL MACHINERY & EQUIPMENT 
PULP AND PAPER EQUIPMENT 

CHEMICAL INDUSTRY EQUIPMENT 

TEXTILE EQUIPMENT 

SHIPBUILDING & MARINE EQUIPMENT 
AIRCRAFT 


Note: Industries are as defined by A.I.S.I. with revisions 


through April 1, 1959. 


TABLE II. Forms by Which Stainless Steel Shipments are Re- 


ported to A.I.S.I. 


PLATES 

BARS - HOT ROLLED (Incl. Light Shapes) 
BARS - COLD FINISHED 

PIPE and TUBING - MECHANICAL TUBING 
PIPE and TUBING - PRESSURE TUBING 
WIRE DRAWN 

SHEET - HOT ROLLED 

SHEET - COLD ROLLED 

STRIP - HOT ROLLED 

STRIP - COLD ROLLED 

ALL OTHERS 


All Other includes Ingots and Other Semi-Finished Forms, Wire Rods, 


Heavy Structural Shapes and ‘‘All Other.’’ 
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TABLE II. Stainless Steel Direct Mill Shipments by Products - 1957 
(Net Tons as reported on AIS 16 S) 


Wire H.R. CR. H.R. C.R: 

Major Market Class Drawn _ Sheets Sheets Strip Strip 
Chemical Industry Equipment 24 55 707 - 123 
Construction & Related Equipment 19 1 37 - 7 
Food Processing Equipment 98 68 4,020 - 1,260 
Metal Working Equipment 2,987 156 1,725 90 1,745 
Pulp & Paper Equipment 190 - 78 - 57 
Containers 11 17 647 - 1,016 
Ordnance 10 181 564 - 123 
Export 124 461 14,956 1,621 6,875 
Non-Reporting Companies 1,521 95 
Total 27,110 26,047 136,917 8,823 195,854 


Note: Data shown above are for a few selected industries and a few selected 
forms, for illustrative purposes. 


Table III presents a portion of a complete tabulation of 1957 
stainless steel shipments made directly from steel mills to con- 
suming industries. This information was transcribed directly 
from Form AIS 16S published by AISI, 

This is only part of the picture, however. Shipments through 
Service Centers to consuming industries are reported by AISI as a 
single market class called Warehouses and Distributors, without 
further identification of end markets. Since better than one-third 
of all stainless shipments are made through Warehouses and 
Distributors, it became obviously important to analyze these 
shipments in terms of consuming industries. 

Fortunately, in the case of stainless steel, a joint study for the 
period January through June of 1956 conducted by Producers and 
the American Steel Warehouse Association (now called the Steel 
Service Center Institute) provided a basis for determining the 
amount of stainless steel sold by Service Centers to each consuming 
industry. The 1956 percentages developed for industries by form, 
taken from this direct six-month study, were applied to the 1957 
figures reported by AISI, 

Table IV illustrates the calculated shipments from Service 
Centers to consuming industries for 1957. The combination of 
Tables III and IV yielded the results shown in Table V, represent- 
ing total shipments of each stainless steel form to each major 
market class, 

The next step was to apportion this national data into local 
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TABLE IV. Stainless Steel Shipments from Service Centers by Products - 1957 


(Net Tons as calculated from Jan.-June 1956 study) 


Wire H.R. H.R. 

Major Market Class Drawn’ Sheets Sheets Strip Strip 
Chemical Industry Equipment 183 103 4,054 - 15 
Construction & Related Equipment - 1 98 - 9 
Food Processing Equipment 35 53 9,589 - 404 
Metal Working Equipment 534 164 5,542 1 229 
Pulp & Paper Equipment 602 + 1,015 - 25 
Containers 12 6 636 - 22 
Ordnance 14 96 909 - 19 
Export 10 10 973 2 65 

Non-Reporting Companies - - - - - 

Total 9,634 5,832 89,054 98 20,236 


Note: Data above are for a few selected industries and a few selected forms, for 
illustrative purposes. 


TABLE V. Total Stainless Steel Shipments Including Direct Mill & Service 
Center by Products - 1957 


(Net Tons as combined from Tables III and IV) 


Wire H.R. C.R. H.R. C.R. 


Major Market Class Drawn Sheets’ Sheets Strip Strip 
Chemical Industry Equipment 207 158 4,761 - 138 
Construction & Related Equipment 19 2 135 - 16 
Food Processing Equipment 133 121 13,609 - 1,664 
Metal Working Equipment 3,521 320 7,267 91 1,974 
Pulp & Paper Equipment 792 4 1,093 - 82 
Containers 23 23 1,283 - 1,038 
Ordnance 24 277 1,473 - 142 
Export 134 471 15,929 1,623 6,940 
Non-Reporting Companies 1,521 - 95 

Total 27,110 26,047 136,917 8,823 195,854 


Note: Data shown above are for a few selected industries and a few selected 
forms, for illustrative purposes. 


areas, using information developed by the Bureau of the Census 
for over four hundred industrial market classes, each identified by 
a Standard Industrial Classification number, commonly referred to 
as SIC. 

The translation of AISI definitions of consuming industries into 
SIC terminology required a detailed comparison of market defini- 
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TABLE VI: Stainless Steel, Sic - AISI Code Conversion, Food 
Processing Equipment 
(AISI Codes 591, 592, 593, 594, 599) 


AISI Market Class Food Processing Equipment includes SIC 
Numbers as follows: 


SIC Number Percent 


3443 11.2 Tanks and Processing Vessels 

3463 0.4 Metal Stampings 

3522 2.0 Farm Dairy Machinery and Equipment 
3551 100.0 Bottling, Dairy, Bakery, Meat Machinery 
3559 2.4 Tobacco Manufacturing Machinery 

3585 0.3 Farm and Dairy Milk Coolers 


Note: 1954 SIC Code used throughout this study. 


tions and led to the development of a ‘‘Stainless Steel Code Con- 
version Table.’’ This is illustrated for the Food Processing 
Industry by Table VI. A similar table was developed for each of 
the other nineteen major industries. 

It will be noted in Table VI that the AISI industry embraces all 
or parts of six industries identified by SIC codes. For example, 
one hundred per cent of Code 3551 Bottling, Dairy , Bakery and 
Meat Machinery is included. However, only 2.4 per cent of Code 
3559, defined as Other Special Industrial Equipment, is included. 
This is the portion relating to Tobacco Manufacturing Equipment. 
The balance of Code 3559, or 97.6 per cent, refers to other types 
of machinery such as chemical, foundry equipment and others which 
obviously are not a part of Food Processing Equipment. 

The percentages shown in Table VI are applied to Value Added 
in Manufacture, considered by Census to be the best measure 
available for comparing the relative importance of manufacturing 
among industries and geographic areas. The actual percentages 
were derived from the seven digit breakdown provided by Census 
for each four digit code. 

Tabulations of the 1954 Census of Manufactures have been 
published as a series of thirty-three booklets on over four hundred 
metal-consuming industries. Information includes location of 
these industries by states and by size in terms of Dollar Value 
Added in Manufacture, Dollar Value of Shipments, Employment, 
Number of Establishments and other information. 

Each industry must be analyzed separately with due regard to 
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TABLE VII: AISI Aircraft Market Class (Selected States) 


Value Added Value Added Adjusted 

State Unadjusted for Stainless Steel 

% of National Total % of National Total 
California 28.10 15.97 
Connecticut 5.97 13.23 
Indiana 4.35 
New Jersey 4.38 9.63 
New York 10.44 6.48 
Ohio 9.53 15.39 
Balance U. S. 37.23 31.54 
Total 100.00 100.00 


the characteristics of the particular material under study. Table 
VII illustrates the adjustment necessary for stainless steel ship- 
ments to the aircraft industry. Aircraft enfines (SIC 3722) use 
much more stainless than do Airframes (SIC 3721). The column 
on the right shows some state adjustments which were made to 
account properly for this situation. 

The 1954 Census was used because the results of the 1958 
Census were not available at the time the study was made. In 
order to update the 1954 data into 1957 terms, employment infor- 
mation was used. This is published by individual state governments 
on a regular basis, some monthly and some quarterly. These 
labor statistics were used to reconstruct the industrial make-up 
of every state in 1954 terms, brought up-to-date in terms of 1957. 

Table VIII illustrates the final state distribution of the Food 
Processing Equipment industry showing each state as a percentage 
of the U. S, total. The distribution is now in AISI terms and in- 
cludes all or portions of the appropriate SIC industries, as detailed 
in Table VI, 

Stainless steel shipments were apportioned to each state for 
each industry on the basis of these percentages. But since it was 
desired to develop information on the basis of standard metropoli- 
tan areas it was necessary to break down the state figures into 
counties within states, and group the counties into market areas. 
Since Census figures are incomplete in this regard it was neces- 
sary to use employment figures from all available sources, as well 
as judgment, to build an industrial make-up of each county in ac- 
cordance with AISI market definitions. 

As an illustration of this, the totals for stainless steel in all 
forms for Food Processing Equipment in 1957 for Illinois was 
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TABLE VIII: Distribution of Food Processing 
Equipment Industry by States, 1957 
% of U.S. Total 


% of 
mae U.S. Total 

Alabama 

Arizona - 
Arkansas 
California 8.02 
Colorado .49 
Connecticut 3.51 
Delaware .04 
Florida 1.50 
Georgia 1.04 

Idaho - 
Illinois 16.06 
Indiana 2.64 
Iowa 2.01 
Kansas .28 
Kentucky 1.16 
Utah .50 
Vermont .28 
Virginia | 
Washington 
West Virginia .02 
Wisconsin 7.95 
Wyoming 
All Other 53.34 
Total 100.00 


Note: Selected states shown only, for 
illustrative purposes. 


2418 tons, and for Indiana was 529 tons. The Census definition of 
the Chicago market area in 1954 included five counties in Illinois 
and Lake County in Indiana. The county breakdown for the five 
Illinois counties assigned 1671 tons of stainless to Food Proces- 
sing Equipment which, plus 12 tons for Lake County, Indiana, gave 
a total of 1683 tons for this industry in the Chicago market area. 
This detailed procedure was repeated for each of twenty 
industries within each of eighty-seven industrial areas. Table IX 
illustrates the composition of all industries in the Chicago market 
area, yeilding a total of 42,584 tons of stainless steel. 
Sufficient information was published by Census for 1954 to 
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TABLE IX. Total Stainless Steel Requirements, 
Chicago Market Area (net tons) 


1957 
Bolts, Nuts, Rivets and Screws 3,528 
Construction, Contractors Products 3,255 
Automotive 3,347 
Rail Transportation 878 
Shipbuilding and Marine Equipment 89 
Aircraft 2,100 
Oil and Gas Drilling - 
Mining, Quarrying and Lumbering 99 
Agricultural 94 
General Purpose Industrial Equipment 3,531 
Chemical Industry Equipment 509 
Construction and Related Equipment 89 
Food Processing Equipment 2,228 
Metal Working Equipment 1,901 
Pulp and Paper Equipment 39 
Textile Equipment 43 
Other Special Industrial Equipment 851 
Tractors 17 
Hand Tools 38 
Electrical Machinery and Equipment 2,349 
Appliances, Utensils and Cutlery 3,863 
Other Domestic and Commercial Equipment 3,734 
Containers 194 
All Others 9,808 
Total 42,584 


provide a check on these statistical methods. The booklet entitled 
‘‘Consumption of Steel Mill Shapes and Forms’’ contains actual 
consumption figures of stainless steel for some states by industry 
and for some market areas in total, as for Chicago and Detroit. 
Much information was withheld from publication to avoid disclosure 
of confidential information, but enough is revealed to permit 
comparison, 

This comparison is shown in Table X, It will be noted that the 
1957 figures, derived statistically, are very close percentage-wise 
to the actual Census figures for 1954. The differences indicate 
changes in industrial geography. The drop in Detroit’s share of 
the national total, for instance, reflects the increase in auto manu- 
facturing in areas other than Detroit. 
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TABLE X. Distribution of Stainless Steel Markets in the U.S. 
Comparison of Census and Statistically Derived Figures 


Reported by Census Statistically Derived 

Market Area % of National Total % of National Total 
1954 1957 
Detroit 11.4 9.8 
New York 1.3 7.4 
Chicago 7.6 7.2 
Cleveland 4.8 4.4 
Los Angeles 4.1 4.2 
Total U.S. 100.0 100.0 


Note: Only a few selected areas are shown for illustrative purposes. 
Deviations in the 82 other areas are comparable to those 
shown above. 


The results are sufficiently close to an actual census to be 
useable for market and sales planning. In fact, from a marketing 
standpoint the data are more useful than the published Census 
because requirements are shown for each industry within each 
area while Census shows only a total figure for areas on which they 
report and must omit others. The system measures growth and 
decline of various industries and locates industrial markets for 
stainless steel quickly. Obviously this study could not have been 
possible without modern computer techniques. Literally hundreds 
of millions of calculations were required. The work was pro- 
grammed for the 709 computer, which performs at the rate of 
30,000 calculations per second. 

A few comments on forecasting to 1967 are in order although it 
is manifestly impossible to cover all twenty industries in detail. 
Each industry was considered separately in the light of its past 
growth from 1947 to 1957 and the changing pattern of stainless 
steel consumption by that industry during the same period. Eco- 
nomic factors such as Gross National Product, Disposition of 
Personal Income and others included in publications such as 
‘*Economic Indicators’? prepared by the President’s Council of 
Economic Advisors were used where appropriate. But additional 
information and facts closely related to each industry were also 
studied. Table XI gives an example of the factors considered 
appropriate to the Food Processing Equipment Industry. Future 
food requirements, as estimated by the U. S, Department of Agri- 
culture, were related to future food machinery requirements, 


EFFECTIVE MARKETING COORDINATION 


TABLE XI. Factors Pertinent to Forecast of 
Food Processing Equipment 


Actual Production of: 


Livestock and Poultry 


Canned Meats and Fish Food Processing 
Machinery Shipments 
Canned Fruits, Vegetables, considered in and U. S. Department 
and Juices relation to of Agriculture 
Estimates of Future 
Dairy Products Food Requirements 
Beverages 


Other Food Products 


which in turn were related to future stainless consumption, For 
the other nineteen industries, special factors considered appro- 
priate to those industries were analyzed. 

It should be emphasized that it was not considered possible to 
take into account any large scale technological changes within an 
industry. The position was taken that if the patterns of growth and 
change already at work continued without significant shift in di- 
rection, future stainless requirements would be as predicted. 

A total of 1,112,750 product tons of domestic shipments of stain- 
less steel have been predicted for 1967, a growth of 87 per cent 
compared to a growth of 117 per cent for the period 1947 to 1957. 
This compares with a projection of 30 per cent improvement by 
1967 for industrial activity as a whole. Obviously, the future 
outlook for stainless is bright, but the forecast is neverthless 
conservative in the light of past performance, 

Full details of the market studies have been published in twenty 
individual booklets, together with a twenty-first study called ‘‘Out- 
look and Summary’’ which presents a summary of the entire pro- 
gram and includes data on industries and areas not specifically 
covered by the twenty markets and the eighty-seven metropolitan 
areas. Repetition of that information is not appropriate here. 
Table XII is illustrative of the 124 tables of basic information 
developed, and Tables XIII, XIV and XV provide analyses of cur- 
rent and future patterns of the markets, geographic areas, and by 
forms, Many other exercises can be performed, 
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TABLE XIII. Ranking of Total Stainless Steel Markets 
in Descending Order 


Major Market Class 


Automotive Industry 
Construction & Contr. Prod. 
General Purpose Indus. Equip. 
Other Domestic, Comm. Equip. 
Appliances, Utensils & Cutlery 
Aircraft 

Other Special Indus. Equip. 
Metal Working Equipment 

Food Processing Equipment 
Electrical Mach. & Equipment 


1967 
% of Total 1947 
16.2 1 
9.8 4 
9.6 8 
7.8 
6.9 2 
6.0 10 
5.5 
4.7 13 
3.9 5 
3.4 9 


Ranking 

1957 1967 
1 1 

2 2 

6 3 

4 4 

3 6 

8 7 

7 8 

9 9 
10 10 


TABLE XIV. Total Stainless Steel Shipments for Top Ten 
Local Industrial Areas 1957-1967 (Net Tons) 


Area 1957 
Detroit 58,213 
New York 43,717 
Chicago 42,584 
Cleveland 26,006 
Los Angeles 24,800 
Philadelphia 21,254 
Boston 13,922 
Hartford 12,806 
Cincinnati 10,535 
Buffalo 10,213 


1967 


80,924 
76,356 
75,356 
43,200 
56,818 
34,432 
26,574 
21,538 
20,685 
14,246 
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% Change 


39 
75 
77 
66 
128 
62 
91 
68 
96 
39 


TABLE XV. Total Stainless Shipments by Forms in 


Descending Order of Magnitude 


1967 Ranking 
Major Market Class % of Total 1947 1957 1967 
C. R. Strip 30.6 : 1 1 
C. R. Sheets 22.5 2 2 2 
C. F. Bars 10.6 5 3 3 
H. R. Bar 9.3 4 4 4 
Plates 6.6 7 6 5 
All Other 5.6 6 5 6 
Wire Drawn 5.2 8 
Pressure Tubing 4.5 9 9 8 
H. R. Sheets 3.6 3 8 9 
Mechanical Tubing 0.8 9 | 10 
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CASE HISTORY ON LONG RANGE PLANNING 
Marketing the Results of Market Research 


An important reason for the preparation of a description of the 
procedures used to develop market research data on stainless 
steel was awareness that publication of market research informa- 
tion is, in itself, not enough. It was recognized early in the pro- 
gram that a strong merchandizing effort would be necessary, first 
to gain industry’s acceptance of the published numbers as being 
essentially reliable, and second to encourage use of the information 
for sales planning. 

The first step in this direction was taken before the program 
was launched. A meeting was held inApril 1960 with the Commer- 
cial Research Managers of important stainless steel producers, 
Most of a day was spent explaining the methods employed in the 
study as well as the projections. These men unanimously approved 
the methods and, within a reasonable tolerance, the 1967 projec- 
tions. Without the assurance and backing of these professionals in 
the field of stainless steel, the program could not and would not 
have been undertaken. 

As the program progressed, an extensive series of meetings 
was held, at which both the market research methods and results 
were discussed. It was presented formally at a meeting of the 
Committee of Stainless Steel Producers, of the American Iron and 
Steel Institute. It was then presented individaully to management 
personnel of each leading stainless steel producer. It was also 
given at meetings held throughout the country during the period of 
the campaign, with audiences composed principally of sales man- 
agement personnel of Steel Service Centers and regional sales 
managers of stainless steel producers. Special meetings were 
held with major publishers of trade journals in the metals field, 
Chilton, McGraw-Hill and Penton, which combined publish a total 
of 66 business publications. A meeting of particular importance 
was one held in Washington with representatives of the Bureau of 
the Census, B.D.S.A., the Treasury Department, the Bureau of the 
Budget, and others, 

A press release was issued simultaneously with a meeting with 
representatives from Steel Magazine, Iron Age, The American 
Metal Market and Daily Metal Reporter early in September. This 
preceded by a few days an announcement folder mailed to all 
those to whom the studies were to be sent, describing the program 
in detail. The first two studies accompanied the announcement 
folder; the eighteen others followed in pairs at approximately 
one-month intervals, 

This pairing of studies was important. The need to compress 
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the mailings into a ten-month schedule made this imperative; 
another consideration was the fact that all twenty markets were not 
of equal importance. Pairing the study of a relatively small 
market with a large one insured that each mailing would receive 
equal attention, 

The mailing list grew as the program progressed. As of year’s 
end, there were a total of 1593 namesin the United States, of which 
353 were personnel of stainless steel producers and 1073 were 
Steel Service Center personnel. In a miscellaneous grouping were 
51 metal fabricators and exporters, 69 libraries, consultants, 
marketing and investment counsellors, 36 field offices of the U.S. 
Department of Commerce and 11 personnel belonging either to the 
American Iron and Steel Institute or the Alloy Casting Institute. 

One astonishing development was a rather remarkable response 
from abroad. A total of 500 copies was distributed through the 
International Nickel Company (Mond) Ltd., to personnel in the 
United Kingdom, Europe, Africa, India and Australia. 

A second meeting was held in February 1961 with the same 
Commercial Research Managers that attended the April 1960 
meeting. Bob Welch, Executive Secretary of the Steel Service 
Center Institute, also attended. A report of progress was made, 
and final results of the market research study were discussed in 
detail. Among the significant facts emerging from this meeting 
was a realization that many Steel Service Centers were not 
knowledgeable concerning the use of market research data. A few, 
generally the larger ones, have market research personnel and 
others devote some time to the analysis of markets. But the 
majority were not able to avail themselves fully of the data that 
had been developed. 

An effort to stimulate Service Center personnel in this direc- 
tion had been to include a series of twenty questions in each pub- 
lished market study. For example: 


1. Do you classify your customers and prospective cus- 
tomers in terms of industries and end products? 


2. What per cent of total stainless steel sales are you 
obtaining in your area? 

3. Are your inventories adequate to give complete service 
to the customers in your area? 


4, What was your share of 1957 stainless steel shipments 
to this industry? 
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5. What should be your share of 1967 stainless steel 
shipments to this industry? 


6. How many manufacturers of such products are there 
in your area? 


7. Are you selling as many companies as you should in 
this industry ? 


8. Are your sales as large as they should be to the 
companies you are now selling in this industry? 


9. Are you selling to companies which supply parts to 
this industry? 


To many Service Centers, these questions provided little stim- 
ulus, because their accounts were not classified in terms of S,I.C. 
industries and endproducts. They had no way of relating their 
business to the data provided them. 

The Steel Service Center Institute therefore placed heavy em- 
phasis on market research at its annual meeting in Washington, 
D, C. attended by top management personnel of the industry. At 
the morning session held Tuesday, May 16th of this year, L. R. 
Larson, Vice President of Marketing Services for Inco delivered 
an address entitled ‘‘Market Research is a Selling Tool.’’ He 
accepted for Inco a special award given by the Institute for ‘*Their 
Outstanding Study of Service Center Markets for Alloy adn Stain- 
less Steels.’’ Since a special award has been presented only twice 
in the fifty-odd year history of the Institute, the importance of 
market research techniques could hardly have been given greater 
emphasis. 

The entire afternoon of that meeting was devoted to a Sales 
Planning Workshop under the chairmanship of Dick Simpson, Senior 
Vice President of Ducommun Metal Supply Company in Los Angeles, 
Short talks were given by representatives of the American Iron 
and Steel Institute, the Bureau of the Census, and B.D.S.A. An 
elaborate exhibit of market research source material was made 
available by the American Metal Market. A _ series of simple 
exercises involving classification of sales accounts and analysis of 
data was conducted in eleven groups, each guided by the commer- 
cial research manager of a leading steel producer as discussion 
leader. There has probably never been a workshop conducted by 
a more impressive array of market research talent. As a result, 
top management personnel of the Steel Service Centers were ex- 
posed to market research procedures, and many became convinced 
that it is a selling tool which they cannot afford to ignore. 
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The Institute plans to follow up this theme with regional market 
research seminars to be held in major cities during the coming 
years for the benefit of Steel Service Center personnel, 

In conclusion there are several interesting aspects of this 
program which deserve emphasis. 

First, a method has been developed for measuring growth and 
decline of various industries and for locating industrial markets 
quickly, with a reliability sufficient for sales planning. Actual 
Census figures can be up-dated, amplified and translated into 
market definitions other than the familiar SIC codes, The same 
techniques should be applicable to products other than stainless 
steel, 

Second, the program represents an unusual instance in which 
market research data have been prepared by a primary metal 
industry and freely published for use by its customers. The 
benefits to the nickel industry result not only in increased consump- 
tion of nickel through increased sales of stainless steel, but also 
in the good will generated with an important segment of the 
nickel-consuming industry, namely the producers and Service 
Centers that sell stainless steel. 

And third, the merchandizing methods used to promote the 
program represent a unique instance of marketing the results of 
market research, with, we hope, attendant benefits to all who have 
a professional interest in the field of market research everywhere. 
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25. CRITICAL ELEMENTS IN 
THE LONG RANGE MARKET 
PLANNING OF AN 
INDUSTRIAL COMPANY 


Howard Holmes* 


Long-range planning is becoming more necessary. The ba- 
sic elements in a long-range plan include the corporate 
philosophy, market forecasts, specific objectives, and the 
development of schedules. To plan we must anticipate ob- 
stacles and know when to change the plan. There also 
must be a close link between the planner and the doer, 
each must know what is critical to the company and that 
any changes in operations will affect the organization and 
its personnel. 


| am going to tell you how we develop our long-range market 
plans and how we translate our planning into action. I will 
point out what elements we have found critical to our planning as 
we faced the needs and challenges of our industry. 

Long-range planning is a broad subject and I can only cover a 
few aspects of it. Furthermore, I’m concerned over the implica- 
tion that we may be doing more or better than others in this field 
or that we may have succeeded in perfecting the art. We’re not 
and we haven’t. In fact, I am certain that an expert could find 
much to question in our approach and I know that we have not yet 
solved many of our problems—though, I hope we can say that we 
know what most of them are and that we have some good reasons 
for not having solved them. 

It’s obvious that long-range planning is a difficult function. It 
is also obvious that good long-range planning is becoming more 
necessary and more critical to the successful conduct of business 
in the complex, rapidly changing, highly competitive market place 


*Howard Holmes, Vice President, Marketing, Kaiser Aluminum & Chemical 
Corporation. 
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in which we must operate today. The company which does not do 
some good market planning is doomed to oblivion by the competi- 
tor who does and who, by doing, creates new or improved prod- 
ucts, better marketing strategy, more efficient methods of distri- 
bution, and better costs of producing and selling. 

Today, all of us must concern ourselves not only with keeping 
up with, or hopefully ahead of, the competitors within our own in- 
dustry, but we must consider a whole new dimension of competi- 
tion that comes from outside our industry—competition that comes 
from the rest of the world and that comes from other industries, 
other products and other materials. 

This is not a new concept to the aluminum industry. A good 
part of our progress has been dependent upon our ability to par- 
ticipate in some of the traditional markets for other basic materi- 
als—like copper, or steel, or wood. Today, we find that some of 
these industries are fighting back with new vigor to retain or re- 
gain markets where aluminum presents a threat. We also find 
that some of our markets are being challenged by other industries 
with new products and new materials—like structural plastics and 
plastic films and new alloys and new coatings for old alloys which 
tend to improve their functional characteristics or alter their eco- 
nomic relationship with aluminum. 

So, even though we might hope that the necessity of long-range 
planning would disappear in order that we might devote our full 
energies to today’s problems of which we all have many, we know 
that this will never be possible. In fact, we should know that we 
must plan more and better in the future than we have ever planned 
before, regardless of how difficult it may be. We must have a 
sincere conviction that planning must be done and that it must be 
done WELL. Then, it’s critical that we develop a rather compre- 
hensive view of the subject and at the same time strip it of the 
mystery which seems to surround it. 


Planning at Kaiser Aluminum 


We have reduced planning to a simple concept, It’s figuring out 
what we need to do in order to get where we want to be at some 
point in the future. To us, it involves about four basic elements: 
First is the establishment of a corporate philosophy or overall 
objective. Second is the development of good market forecasts. 
Third is the setting of specific objectives and basic policies. 
Fourth is the establishment of programs, procedures and sched- 
ules. 

Planning in our company has gone through quite an evolution. 
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When we entered the business 15 years ago, there were two fairly 
well established producers. It was an industry which had been 
and was growing rapidly, but which was relatively immature. We 
came into the business with a very ambitious overall objective 
which hasn’t changed much since its inception. Basically, it was 
to become a major factor in the industry and to participate prof- 
itably in every major market opportunity which materialized or 
could be developed. 

During most of our first ten years in the business, the demand 
for aluminum grew faster than capacity could be built. During this 
time, most of our planning effort was directed to financial and 
facilities planning. We had to solve the immediate and short- 
range problems of building plants and equipment to meet demands 
of the market and we also had to establish on an extremely long- 
range basis the availability of basic raw materials as well as 
sources of electrical energy, which was the key element in our 
expansion program. Then, as you can well imagine, the financing 
of this growth which saw our total assets grow from 28 million to 
the present level of almost 800 million, which reflected the growth 
of the aluminum industry during this period, required no small 
amount of short and long-range financial planning. 

In 1954, our forecasts indicated that capacity would exceed de- 
mand sometime in 1957, Even knowing this, we deliberately con- 
tinued to expand our capacity beyond immediate sales, realizing 
that our planning emphasis would have to shift to the market place 
to benefit from the developing mass markets in cans, autos, build- 
ing and others. This shift is consistent with another critical con- 
cept which is that your planning should be geared to the most im- 
portant element at the time. 

In the mid-fifties, we began contemplating the possible effects 
of a prolonged period of competition in an industry which had 
known a minimum of competition. We observed the beginning of 
backward and forward integration on the part of customers and 
competitors through the building of new facilities and acquisition 
of other companies. We saw the importance of some of the new 
marketing concepts. We saw some of the changes already taking 
place, and we forecasted new opportunities which needed explora- 
tion and action. As we did these things, it became apparent that 
our existing organizational structure would not be adequate for the 
job ahead, 

Early in 1957, we changed from the functional organization to 
our present divisional structure. I think it is important to note 
that this change was to accommodate anticipated future require- 
ments, not to solve an existing problem. The existing organization 


EFFECTIVE MARKETING COORDINATION 


248 


was functioning properly and satisfactorily at that time. The 
change was made swiftly and with courage. It is hard to change 
when things are going well. A period of question and confusion is 
created, but the results, as we see them now, have been more than 
gratifying. 

Each Division Manager was given complete responsibility for 
the profitability of his division. He was specifically assigned the 
authority and responsibility for short and long-range planning. A 
Vice President of Manufacturing and a Vice President of Market- 
ing were assigned the corporate responsibility for coordinating 
activities of all divisions in their respective area. 

Being practical as well as realistic, we knew that the new Divi- 
sion Managers would by inclination as well as necessity devote 
their major attention to the short-range objectives of getting their 
new divisions organized and underway. So, we also established a 
Market Development Division under the Vice President of Market- 
ing. This department undertakes long-range market planning and 
development for the corporation in areas that involve more than 
one division, on projects in new areas not clearly covered by any 
division, and at the requests of the divisions on projects which the 
division may not want to handle within the division. By these 
means, we satisfied another critical element which is that you 
should decide who will do what planning, and clearly assign the 
responsibility for it. 

Up to this point, we have covered objectives, forecasting, or- 
ganization, and the assignment of planning responsibility. We have 
also discussed the nature of our industry and its challenges. Now, 
let’s look at some specific examples of how a marketing program 
is developed and translated into action, 


Developing a Marketing Program 


One of the problems which divisionalization isolated and em- 
phasized was in our extrusion business, one of our Industrial Di- 
vision products. This has been the fastest growing part of the 
aluminum business. It is dominated by about 150 independent ex- 
truders, a large percentage of whom have proprietary products 
which utilize a part of their capacity. The balance of the capacity 
goes on to the open market. As a consequence of the rapidly ex- 
panding extrusion capacity, the market became very competitive. 
Although we represent only a small percentage of the total extru- 
sion capacity, we have two fairly large plants and a rather com- 
pelling desire and responsibility to operate those plants profitably. 
About three years ago, the division started exploring the 
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extrusion market for a new product opportunity that could utilize 
part of our extrusion capacity. We were looking for something 
new, which hopefully would require a major investment and which 
might offer a unique advantage to the prime producer. After elim- 
inating many product possibilities, we decided to enter the rigid 
conduit market. It seemed to best meet our requirements and it 
had an additional advantage which was that it could be marketed 
through the established outlets serving our Electrical Division. 
Aluminum had been used for many years in this application, but in 
limited quantities because it was not competitively priced with 
steel. We determined that by investing in an automatic manufac- 
turing process, we could compete with steel on an attractive basis. 
We spent about a million dollars in equipment—we made a major 
investment in a marketing program. We’re entering into our 
third year of very satisfactory operations. Both of our major 
competitors have followed and a few independents are now in the 
business. About 15 to 20 per cent of the steel market has been 
converted and the rate of conversion is continuing on schedule. 

In spite of the fact that we have several competitors, we still 
retain a major share of the market, possibly because we were 
first, but more likely because we are still the only company with a 
planned sales and promotion program for this product. Further, 
we are keeping our eyes open to improved manufacturing methods 
and equipment, This entire activity was carried out by the divi- 
sion. The only corporate assistance they asked for was the mar- 
ket surveys from Market Research and equipment design from 
Central Engineering. 

As a result of this product success and of the studies of the 
extrusion business and the profit opportunities within the business, 
we decided to change our whole approach to this market. In April, 
we established a separate division, It is a small division today, 
but it has an interesting potential. We’re certain that the man- 
agement of this new division with a new set of objectives and with 
a new approach to the market will develop some long-range pro- 
grams that are refreshing and profitable. 

The rigid conduit development and the establishment of the Ex- 
trusion Division are good examples of the influence of market 
forecasting and strategy on the organization structure and vice 
versa. They also indicate the importance of recognizing the need 
for continuous long-range planning. 
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A Market Planning Project by the Marketing 
Development Department 


About three years ago, our Market Research people became 
interested in the highway construction program. Here was a ra- 
pidly accelerated market with new potential, if only we could fig- 
ure out how to get some of our metal into the program. Aluminum 
was already being used in limited quantities for signs and bridge 
railing. We decided to look at some other possibilities. What 
about bridges, guard rails, and fencing? 

Our Metallurgical Research Department was asked to under- 
take some work and our engineering people designed and tested 
many prototype products. About nine months ago, we introduced 
aluminum culvert stock. In about ten days, we will produce the 
first aluminum guard rail of our own design. In August, we will 
erect three aluminum bridges in Maryland and New York. All of 
these products, because of some unique design or manufacturing 
feature, appear to be competitive with steel. We know there isa 
long, tough road ahead for these products in gaining acceptance 
and in obtaining the necessary state and federal Highway Depart- 
ment approvals. But, the potential represents many millions of 
pounds of aluminum and would seem to justify the effort. Our 
program is scheduled for the next four years and unless we en- 
counter some unforeseen obstacle, we have a good idea of where 
we will be in four years from now, 

This entire program was carried on by the Market Develop- 
ment Department with technical assistance from other corporate 
departments. To translate the program into action, a line opera- 
tion has been established within the department with a Highway 
Manager responsible for production, sales and profits. If the pro- 
gram succeeds, this department will be either set up as a new di- 
vision or possibly turned over to an existing division. 

These two examples, conduit and the highway program, are 
only representative of our attention to fabricated products. You 
are aware of the industry’s highly publicized developments in 
aluminum cans, engines for automobiles, and products for the 
residential building markets. Other specialized applications such 
as aluminum transmission towers and water heaters are well un- 
derway. 

In all of these products and the markets available to these 
products, serious consideration must be given by the aluminum 
producer as to whether he should make the product or have it pro- 
duced by an independent fabricator-customer. Good long-range 
market planning requires a skilled attempt to appraise the nature 
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of the competitive situation five or ten years hence. It is impera- 
tive that choices be made now which will assure us that our proper 
share of metal will reach the ultimate user—market by market 
and product by product. Today, a major share of our market 
planning and development is carried on for the benefit of our cus- 
tomers. 


Planning in the Consumer Market 


One recent example of our approach to a significant market via 
the route of established fabricators is the pleasure boat market. 

A few years ago, aluminum was rapidly overtaking other boat 
materials, but in the late fifties the growth leveled off. Plastics 
began just as rapidly catching up. The reason was simple—better 
styling. Plastic boat builders could change the shape of boats 
readily and could easily employ a wide range of colors. Still, the 
functional advantages of aluminum remained—lightweight, fire- 
proof, rotproof, etc., but the consumer liked style and was paying 
dollars for it. 

To counteract this competition from the plastics, two major 
programs were set in motion. In 1959, a Committee of Aluminum 
Producers was formed to provide technical, sales and promotional 
aid to boat manufacturers. In addition to this, in our company, 
our Industrial Design Department was given a specific assignment 
—‘‘Create attractive and functional boat designs in aluminum, 
which can be achieved by existing boat building techniques, with 
but minor modification in equipment.’’ Through such develop- 
ments as the flat plane and true bow flare, the replacement of 
rivets with welding or adhesive bonds, the use of aluminum sheet 
in textured patterns and others, the trend is being reversed and a 
market which might have been lost by inaction is returning to 
aluminum, This is typical of the kind of design, technical, and 
sales assistance we provide for our customers. 

Another even more dramatic example is in the building prod- 
ucts field. I’m sure that you all must be conscious of the fact that 
our company and other members of our industry have spent mil- 
lions of dollars during the last few years to create consumer ac- 
ceptance of aluminum siding and other aluminum building mate- 
rials, 


Fundamental Critical Elements 


In addition to the critical elements we have already empha- 
sized, there are some more which were fundamental to the devel- 
opment of programs we’ve just mentioned. First, and most 
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important, you must have an overall corporate philosophy which 
sets the proper atmosphere in which to plan and gain acceptance 
for the completed plans. Then, you must have the complete top 
management support. Not just in establishing the function, but in 
encouraging and leading its progress and in participating directly 
in the planning, as this is required. 

You must have good people in every phase of the activity to 
give you good reliable market studies and forecasts, to develop 
good products, to build good marketing programs, to give you re- 
liable profit plans, and finally, to initiate effectively the new ac- 
tivity or program. 

You must be willing to take a well calculated risk. No one has 
yet discovered how to guarantee the success of any program. 
Some are bound to fail. If any of you are just getting underway in 
this exciting business of long-range planning, and if it leads you, 
as it probably will, into new fields of activity, you can be well ad- 
vised to save your failure for project number two or three. Noth- 
ing can establish the activity more solidly than that first success. 
Another alternate is to undertake two or three projects in rapid 
succession. This provides an opportunity for the good old law of 
averages. In any case, if the project is headed for failure, you 
should be the first to know. This will give you some time to con- 
sider other employment opportunities, preferably in a less haz- 
ardous profession. 

You must be willing to revise a plan and you must have the 
good judgment to know when this is necessary. Any good plan can 
be seriously affected by the unanticipated actions of a competitor, 
by a technical development within your own company or on the 
part of a competitor, by a new product or by a product improve- 
ment, by the action of foreign competition, or by a new marketing 
strategy, or by any of a dozen other developments. Most of these 
things can be effectively neutralized or at least their effects mini- 
mized by the appropriate action properly timed. Of course, many 
can be anticipated and planned for in advance, but not always. So, 
be prepared for the unexpected and adjust for it properly. Nothing 
is less rewarding than to do well something that you shouldn’t be 
doing at all. So, it’s critical to planning that you be dedicated to 
the concept of changing as frequently as necessary in light of any 
well established justification. Also, critical to long-range plan- 
ning is anticipating and doing something about obstacles. 

Without any doubt, the greatest problem is the natural resist- 
ance to change on the part of most or many people in a company. 
The inevitable result of all good planning is change: new products 
or new areas of activity, new sales or marketing philosophies, 
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new organizational concepts. Almost any of these or other changes 
will meet the undying resistance of most people who are entitled 
to an opinion and everyone who isn’t, There will be those who 
don’t believe in the forecast or in the objective or in the feasibili- 
ty of the program, If you can produce the product, you can’t sell 
it. If you can sell it, you can’t make it. There will be those who 
immediately translate the new plan into a new organization chart 
and react in relation to what it would seem to do to their division, 
their department, to themselves. Of course, if the resistance 
comes from the top, you have a problem. But, if management is 
behind the program, there are two possible courses of action: 
Arbitrarily proceed, or patiently sell the program until you wear 
out most of the opposition. You’ll never get it all. The second 
way takes longer, but it has some obvious advantages. 

This resistance is a readily understandable phenomena, It 
isn’t easy for an organization to accept a major change in philos- 
ophy or concept, particularly when the change frequently entails 
major disruptions in established patterns and relationships both 
in and outside the company. Furthermore, it should never be as- 
sumed that resistance is bad. Well conceived and conscientious 
objections can prevent serious mistakes or they may prompt 
changes or revisions that greatly strengthen the program. 

Probably the second major deterrent to successful long-range 
planning involves the program that is underfinanced. Not enough 
spent on proper tooling or equipment to insure efficient production 
and minimum costs. Not enough sales effort behind the program. 
Not enough advertising or sales promotion. If the squeeze comes 
from the top, it is unfortunate—but, if it is the result of poor 
planning, it is tragic. There is only one thing worse than spending 
too much money on a new venture—that’s spending almost enough. 
It is critical that we be able to distinguish between too much and 
too little, but it is almost more critical to know when money is not 
the most important consideration. 

A third obstacle to good planning is the planner himself, when 
he fails to recognize practical or organizational or sociological 
reasons why his plan can’t be implemented immediately, or when 
he doesn’t adjust his plan to those practical considerations. There 
are many situations when it is perfectly proper for the company to 
be off the plotted course so long as the fact is recognized and the 
reasons are justifiable. It is critical that there be a plan anda 
program for ultimately getting back on course when and as it can 
be accomplished with a minimum of confusion. 
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Summary 


Below are listed a number of elements in planning which we 


have found critical to success. 


1. 
2. 


The need for a proper corporate philosophy. 


The need for top management support and participa- 
tion in planning. 


The importance of doing the proper kind of planning 
in the proper place in the organization. 


The need for knowing when to stay with or change a 
plan. 


The importance of anticipating obstacles to planning 
and doing something about them. 


The recognition that plans are made by and approved 
by people and that all the problems of human reactions 
to change are involved. 


The importance of knowing what is critical to the suc- 
cess of the company during a given period and plan- 
ning for it. 


The need for developing within the organization meth- 
ods and techniques for moving the responsibility for 
planning and doing closer together, sometimes by hav- 
ing the same man carry the responsibility. 


The importance of determining when the amount spent 
on the plan is not the most important consideration. 


We have found these elements to be a kind of checklist. 


asking ourselves whether we have these conditions or have recog- 
nized these problems, we have often found where our planning can 
be improved. We have also found that by giving continuous atten- 
tion to planning we have improved our managing skills. 


EFFECTIVE MARKETING COORDINATION 
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26. LONG RANGE PLANNING IN 
A DECENTRALIZED COMPANY 


Victor P. Buell* 


While the techniques involved in long range planning are 
time consuming and not easily acquired, the results are 
both essential and beneficial to the company. Long range 
planning which involves planning goals, capital expendi- 
tures, profit and return on investment, provides the objec- 
tives of the company and the standards to judge company 
performance. Long range planning stimulates coordination 
among the divisions of a decentralized company and de- 
velops a more questioning attitude throughout the organi- 
zation. 


£’RE in the middle of another great season of professional 
Wieenas. Major league ball offers an excellent example of the 
importance of long range planning. 

What the fans see is the excitement of this year’s star-studded 
team. What good baseball management knows is that planning for 
this year’s profit-producing team started several years ago with 
the scouting for young talent and the support of the team’s farm 
clubs. It knows that if it isn’t carefully selecting new talent and 
nurturing it through the farm clubs that the major league team will 
be a box office flop a few years hence—no matter how good the 
club’s manager and coaches may be at the time. 

Sometimes plans don’t work out perfectly and management must 
find the new shortstop through a high-cost purchase or trade with 
another club. Occasional weak spots can be shorn up this way but 
no team stays in the upper division very long if it doesn’t have a 
system for finding and developing new talent well in advance of the 
day it will need it. 

Successful businesses are very much in the same situation. 
Profitable operation today is the result of twothings: 1) how effec- 
tively management is managing present operations, and 2) it is the 


*Victor P. Buell, Vice President, Archer-Daniels-Midland Company. 
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result of decisions made by management five, ten and twenty years 
ago. 

Some business managements have failed to realize that the 
actions they take or don’t take today will determine to a large 
extent what their businesses will be like five to fifteen years hence. 

This situation has been changing rapidly in recent years, how- 
ever. Most managements now seem to recognize that it is not 
enough to manage the enterprise in a profitable fashion this year. 
In addition—and perhaps more importantly—they must also be 
laying plans for the profitable perpetuation of the enterprise. 
Hence, long range planning is an essential element of any business 
that remains profitable over a period of years—whether this plan- 
ning is done formally or informally. 

I start with the assumption that long range planning is neces- 
sary. But once a company accepts this tenet, how does it go about 
organizing for, and carrying out, the activity of long range planning? 

I have been through this in a centralized company and am now 
going through it in a decentralized company. I can say that it is 
simpler to carry out long range planning under a centralized 
management than a decentralized one, although many problems are 
common to both. The problems of tying in the planning of decen- 
tralized operations with top corporate planning, however, make the 
job a tougher one in the decentralized company. 

My purpose is to describe the long range planning functions in 
my company. ADM is a large multi-business company that only 
recently changed to a decentralized form of corporate organization, 
pledged itself to the marketing concept, and began formal long 
range planning as part of its program to reverse a long term 
downward profit trend. 

I will describe briefly our business and corporate organization, 
our approach to long range planning, some of the benefits we be- 
lieve we are receiving and some of the lessons we have learned, 
I present it in the hope that our experience may be of some help 
to other companies that are starting or expect to start long range 
planning. 


Background of ADM 


My company began making linseed oil nearly sixty years ago. 
It is still the leading marketer of this product, although linseed oil 
now accounts for only a small part of the company’s volume. 

Over the years, the company capitalized on its knowledge of 
buying, storing and processing agricultural commodities by ex- 
panding into other commodities such as soybeans, wheat, maize 
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and alfalfa, from which it makes such products as vegetable oils, 
flour, animal feed ingredients, starches and proteins, These prod- 
ucts including paint, bread, salad dressings, margarine, animal 
feeds, paper and wallboard. We store grain for the federal gov- 
ernment and also merchandise grain for our own account. 

Through technical research, ADM developed chemical processes 
to upgrade its linseed and soybean oils. This has led the company 
into the chemical field and it now produces resins, plastics and a 
wide line of industrial chemicals. 

In addition, the company is in the foundry supply business and 
mines bentonite for sale to the oil well drilling and iron ore indus- 
tries. It hunts sperm whales in the South Pacific for their sperm 
oil and for a time was in the plastic boat business, electronics 
business and animal feed business. 

The company exports to foreign countries and owns plants in a 
number of countries on a joint venture basis with nationals of 
these countries. 

Until two years ago, these far-flung operations were managed 
on a centralized basis with decisions made by top corporate man- 
agement, Today the company’s domestic operations are divided 
into two major groups—agricultural and chemical—headed by exec- 
utive vice presidents who have complete profit responsibility. 
Reporting to them are ten division or operating managers who are 
in turn charged with profit responsibility for their operations. Our 
international operations are organized into an Overseas Division 
headed by a vice president, 

Top corporate management is responsible for setting objectives 
and policy, corporate planning, capital investment decisions and 
providing services to the operating groups and divisions. 

Short range planning and control is accomplished by means of 
annual budgets—updated quarterly—which are prepared by the 
operating divisions and groups and which are subject to corporate 
management approval. 


Long Range Planning 


Our present management is committed to a philosophy of man- 
agement by objectives, planning to meet these objectives, and 
measurement of performance in accordance with how well goals 
are achieved, 

For the short range, we are progressing well through the 
medium of our annual budgeting procedure, although we would all 
agree that we still have a great deal to learn about short range 
planning and budgeting, particularly in the area of forecasting. 
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As for long range planning, progress is coming more slowly, 
although we have already received some important benefits. 

Our first step in formal long range planning was to require each 
operating division manager to prepare a year by year plan extend- 
ing five years into the future. Our Director of Research was 
required to prepare five year plans for the research operations 
needed to support the divisions’ plans. 

Each division plan provided for: 1) ananalysis of the division’s 
current position; 2) its goals and plan of action by year broken 
down by marketing, manufacturing and management; 3) capital 
expenditures that would be required to support these plans; and 4) 
estimated profit and loss and return on investment statements for 
each of the five years. 

As might be expected for a first attempt, these plans varied 
in quality and degree of sophistication. One fact was readily ap- 
parent. Our division managers—like the manager of the baseball 
team—had been concentrating on winning today’s game. They had 
given less thought to how they were going to climb to the leadership 
of their league during the next five years. This exercise in forced 
planning made them aware that their jobs not only called for pro- 
fitable management today but for even more profitable management 
in the future. 

Our second step in long range planning was to think through and 
put into writing our corporate objectives and policies. Perhaps 
this should have been our first step because our division managers 
could not properly think through their own goals without a clear 
understanding of where they fitted into the over-all corporate 
objectives, but the important thing is that we have now accom- 
plished this difficult job. 

The objectives and policies were hammered out over a period 
of a year by the Chairman, President, the President’s staff con- 
sisting of the Treasurer, Secretary and the Vice Presidents for 
Administration, Research and Marketing, and by the Group Execu- 
tive Vice Presidents. They were then reviewed by a group of fifty 
additional executives to make sure they were understandable and 
realistic. They were modified as needed and the final draft was 
approved by the Board of Directors and distributed to all manage- 
ment personnel. 

Our objectives and policies have been spelled out under five 
categories: customers, shareholders, employees, suppliers, and 
the community. 

The first two, dealing with customers and shareholders, exam- 
ine the kind of company we want tobe and how we expect to achieve 
our goals. For example, these state our objectives with respect to: 
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1. The broad types of businesses we will engage in. 

2. Our growth objectives in terms of volume, profits and 
return on investment. 


They spell out how we will achieve these broad objectives in terms 
of: 


1. Concentration on finding and serving the needs and 
wants of the industries we are best qualified to serve. 
Technical and market research 

Product quality 

Sources and use of capital 

Dividend policy 

Diver sification 

Criteria for judging new ventures. 


W 


The above list is not all inclusive but will indicate the types of 
policies we have put into writing. 

Our objectives and policies with respect to employees, suppliers 
and the community recognize that a business does not operate 
successfully over the long run without the good will and support of 
its employees, suppliers and the communities in which it lives and 
operates. It is in these sections that we have included our rules 
of ethical conduct under which we intend to achieve our overall 
goals. 

I might add the observation that the thinking through of a cor- 
poration’s objectives and policies and getting them in writing is 
one of the hardest but most productive ventures a management can 
undertake. Not only does it clarify inthe minds of management the 
kind of a company it wants to be and by what operating philosophy 
can be communicated to the entire organization. We found exam- 
ples where people down the line had been operating unknowingly in 
contradiction to top management’s concepts. On the other hand, 
management’s own concepts were modified and improved as a 
result of discussions of the objectives and policies with middle 
management prior to final decision and publication, 

As the result of thinking out the kinds of product lines the com- 
pany would concentrate on, we have since sold three divisions and 
currently are selling a fourth because these businesses did not fit 
either the type of business we wanted tobe or did not show promise 
of meeting our profit objectives. 

In organizing for planning, we have been experimenting, trying 
to find the best arrangement for our company. As I have indicated 
each operating division and group is responsible for its own plan- 
ning. If planning is done at the operating level, what functions then 
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are to be performed at the corporate level? As we see it, there 
are five functions to be performed by top management with respect 
to long range planning: 


1. To set the broad corporate goals and to establish the 

policies governing operation of the business. 

To provide the direction, stimulation and guidelines 

for the long range planning that is to be performed at 

the operating level. 

3. To provide assistance from corporate staffs. 

4. To review plans of the operating divisions and groups 
for adequacy and completeness and to determine those 
plans that whould have top priority call on capital 
funds. We have found that the total capital require- 
ments of our divisions exceed the available supply; 
therefore, an important function of management is to 
decide which investments will result in the greatest 
payoff. 

5. And finally, it is up to corporate management to in- 
vestigate areas of growth not covered by the present 
operating groups. If we are to achieve our profit 
growth objectives, we know that we must be alert to 
finding new fields with greater profit potential than 
some of our present businesses, 


to 


The responsibility for coordinating corporate long range plan- 
ning is assigned to the corporate director of marketing. I have 
recently added to my staff a man whose title is Coordinator of 
Long Range Planning. He is correctly called coordinator because 
we do not believe that responsibility for long range planning can be 
assigned to one department. Corporate long range planning, in the 
final analysis, is the responsibility of the president. He must 
actively work at it himself and he must receive assistance from all 
of his staff. The coordinator’s job is to make sure that the long 
range planning function is being performed and to see that all staff 
work is coordinated towards our objectives. 

The Coordinator of Long Range Planning is also secretary toa 
corporate strategy group, chaired by the president and consisting 
of the Chairman of the Board and the eight company officers that 
report to the president, This committee review plans of operating 
divisions and groups, gives assignments to the director of market- 
ing and Coordinator of Long Range Planning, and advises the pres- 
ident. Plans calling for major capital expenditures are submitted 
to the Executive Committee and Board of Directors for approval. 
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Benefits of Long Range Planning 


Although we think we have a long way to go to perfect our plan- 
ning procedures, we have already received a number of benefits. 


These are: 


1. 


2. 


Clear cut objectives towards which everyone in the 
company is working. 

Standards of profit performance by which operations 
and operating personnel can be judged. 

An understanding of the types of businesses we will 
engage in and those we will not. This has already 
resulted in the sale or closing of some operations and 
the elimination of waste time researching and studying 
products or businesses our top management would not 
now approve even if the opportunity to enter the busi- 
ness presented itself. 

A profit oriented attitude on the part of all manage- 
ment. We no longer are impressed by sales volume 
unless it results in approved rates of profit. 

An increase in research facilities and personnel. 
Examination of our first five year objectives and plans 
made it abundantly clear that we could not achieve our 
goals without increased technical research. 

A better coordination between research efforts and the 
abilities of our divisions to successfully produce and 
market products coming out of research. 

A long range cash flow projection which has enabled us 
to anticipate our long range capital needs and arrange 
for capital under the most favorable borrowing condi- 
tions, 

A more questioning attitude towards new ventures and 
towards expansion of present businesses. Management 
is asking more searching questions and saying ‘‘no’’ 
more often. Only well documented proposals with a 
good chance of reasonable payoff are being approved. 
Operating managers are learning the importance of 
customer oriented decisions and the significance of 
thorough market studies. They are learning also that 
it is not enough to know today’s market but that they 
must know how to determine what the market is likely 
to be in the years ahead. 
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3. 

4, 

5. 

6. 

7. 

8. 

9. 
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Conclusion 


One of the most important things we are learning is how much 
we have yet to learn about our businesses and the industries we 
serve. This realization, of course, is the beginning of wisdom and 
is our great hope for the future. 

By and large, like other successful businesses, we have good 
operating managers. They know how to produce and sell and ser- 
vice customer. What we need is greater knowledge of our markets 
and to be able to anticipate the changes that will occur in these 
markets. This means more and better market research, a desire 
on the part of operating managers to use market research, and the 
ability to interpret findings into good long range plans, 

We are learning that long range planning skills are not quickly 
or easily acquired. We know, too, that planning is hard work and 
time consuming. We know, also, that managers saddled with day - 
to-day decisions to make tend to postpone longer range planning if 
not required to do it and if they do not have adequate staff assist- 
ance, 

In view of the progress our company has made through planning 
in the past two years, however, I have high hopes for the future. 
Planning is a skill that should improve through practice. We will 
make mistakes just as the New York Yankees have made them over 
the years, but by careful planning we expect to outhit our compiti- 
tors and consistently improve our profit standing. 


Part Three 


COORDINATION THROUGH 
MARKETING PLANS 


C. Planning for Services 
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27. SAVINGS AND LOANS IN 
THE SIXTIES — TOO 
MUCH, TOO SOON? 


G. Preston Martin* 


The pent up demand for homes during World War II as well 
as government programs directed toward increasing the 
number of home owners has perhaps provided savings and 
loans with too much success too soon. Increased competi- 
tion and increased penetration has brought about a new 
awareness of and need for market research. The importance 
of convenience and proximity to savers in selecting loca- 
tions and that areas with certain income and racial groups 
have been overlooked are some of the facts market research 
has pointed out. 


HE savings and loan industry of the United States is a prime 

example of outstanding growth in spite of rudimentary market- 
ing policies. This is explainable by the nature of these associa- 
tions and by some of the characteristics of our general economic 
growth in the 1950’s., 

Savings and Loan Associations accept savings and make mort- 
gage loans. They cannot provide checking services as the banks 
can and they are largely restricted to mortgage loans as invest- 
ments, The savings and loan industry is ‘‘competitive’’ in the 
old-fashioned sense of having a large number of different firms, 
many of whom are small and local in nature. 

These characteristics have been particularly in step with cer- 
tain economic conditions since World War II, In the past fifteen 
years, our economy has lifted to new levels of employment and 
incomes. This has meant that housing demand has risen spectac- 
larly, buoyed by a World War II backlog of demand and by govern- 


*G. Preston Martin, University of Southern California 


1.Rules and Regulations for the Federal Savings and Loan System, Chap. V(C) 
Title 12, of the Code of Federal Regulations, Federal Home Loan Bank Board, 
Washington, D.C., Sec. 545.1 - 545.4 and 545.6 - 545.6-7. 
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ment programs contrived to widen home ownership and to stabilize 
the economy. The so-called ‘‘G, I, Bill of Rights’’ which set up 
the VA loan programs was designed to cushion the economy against 
the expected postwar ‘‘depression,’’ as the Congressional hearings 
on the subject show. 

The need for the ‘‘total marketing concept’? by associations in 
the 1950’s was reduced by the new liquidity of our people and by the 
forms it has taken. We emerged from World War II with an un- 
precedented stock of liquid assets, created to finance the war. 
Some of these funds flowed into savings and loan association 
savings accounts. The high incomes of the last fifteen years have 
permitted an equally unprededented dollar volume of savings. 
Savings and loans have been in effect ‘‘in the right place at the 
right time.’’ Their local nature and aggressive, though conven- 
tional, advertising has permitted them to capture an increasing 
share of the savings market. In Southern California, the author’s 
community analyses have repeatedly found a ‘‘savings market 
penetration’’ by savings and loans in many cities and communities 
ranging from 30 to 40 per cent of the households. Frequently 6 to 
8 per cent of households have two or more accounts. 

The significant rates of association growth have until most 
recently not compelled associations to adopt marketing planning as 
a tool of management. Even techniques of market research have 
been found necessary only by a few associations. The advertising 
and promotional devices which have been used illustrate this 
partial, short-run approach to the problem of merchandising 
services, 


The Increasing Competitiveness of Savings Markets. 


Every manager feels that his firm in his industry is facing 
particularly acute competition in the 1960’s. This awareness is a 
godsend to marketing executives who have been often prophesying 
just this condition for some time. For the savings and loan execu- 
tive however, competitiveness is particularly measurable by the 
‘‘withdrawal ratio,’’ the relationship between withdrawal dollars 
within a year and dollars added to savings. This ratio is now 
plaguing managers in many parts of the country. Often $60 to $80 
dollars are withdrawn for every $100 added to savings. Another 
indicator is the rising marketing cost to gain the $100 itself. 


2.Selling: It’s Broader Dimensions, Taylor W. Meloan and John M. Rathmell, 
The MacMillan Company, 1960, p.v. 
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Where $1 in advertising and other sales promotional activity would 
suffice only two and a half years ago, the cost per $100 of net new 
saving now may run as high as $5 or $6. 

Of course these are only the indicators of the need for new 
marketing concepts. Mr. Leon T, Kendall, Economist of the United 
Savings and Loan League, reminds us of that in ‘*Your Markets 
Are Evolving.’*? Kendall points out that the success of associa- 
tions in raising their market penetration is in itself an inhibition 
to growth. The three main institutional outlets for savings are 
banks, savings and loans, and life insurance companies. Life 
policies are significantly different from savings accounts in sav- 
ings and loans and from savings deposits in commercial banks. 
Therefore, the appropriate measure of the savings potential ina 
market area is the combined dollars in savings deposits and 
savings accounts. 

Savings and loans have captured an increasing share of this 
combined ‘‘savings’’ dollar potential. Kendall shows associations 
with 78.9 per cent of “‘savings’’ in Miami, 72.2 per cent in Wash- 
ington, and 63.2 per cent in Los Angeles. Commercial banks in 
these areas and throughout the nation have responded by stepping 
up their marketing efforts, and by other measures. Ten years ago 
California association market penetration was in the neighborhood 
of only 15 per cent. In areas like Southern California, the expan- 
sion of branch-office systems has noticably slowed in the last three 
years because of the difficulty of finding populations of 25,000 or 
more persons not adequately served by existing associations. 
Gains in promotional techniques have been made as smaller 
associations were merged into holding-company systems, starting 
with the Great Western Financial Corporation in 1957. Federal 
regulation now inhibits the formation or extension of such systems. 


California Associations: Substantial Growth through 
Conventional Marketing Techniques. 


California savings and loans have enjoyed rates of savings 
growth in recent years in excess of those of the United States. In 
many years, savings at the national level have increased 12 to 15 
per cent per annum while California association savings were 
increasing 18 to 24 per cent.* The largest association holding a 


3.See ‘‘Your Markets Are Evolving,’’ Savings and Loan Journal, April 1961, 
pp. 9-11, 28, Leon T. Kendall, California Savings and Loan League. 

4.The ‘‘Fact Books’’ of the United States Savings and Loan League and the 
‘Data Books’’ of the California League, for the years 1955 through 1960. 
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charter from the federal government, California Federal Savings 
and Loan Association, as well as the largest state-chartered 
association, Home Savings and Loan Association, have their home 
offices in Los Angeles, California associations, with $11.2 billion 
in total assets on March 31, 1961, have moved within a billion 
dollars of commercial banks in savings. Other very large associ- 
ations such as Coast Federal Savings, Glendale Federal Savings, 
and Great Western Savings, have passed through changing concepts 
of marketing services. It may be that the California experience 
may have applicability in other parts of the nation, particularly 
where branch-office systems are rudimentary and where savings 
penetration is low. 

The growth of the California associations demonstrates the 
extent to which the savings market can be captured using conven- 
tional marketing techniques, coupled with an aggressive branch 
office and merger policy. The lesson to be learned from the 
marketing policies of these associations is that three or four 
households out of ten in a middletohigh middle income urban mar- 
ket may be served by associations, provided the use of conventional 
marketing techniques are exploited aggressively. 

What have been these ‘‘conventional’’ techniques used both by 
California associations and those elsewhere? First, California 
association advertising, like that of other associations elsewhere, 
has stressed that an association is currently paying a higher quar- 
terly rate on savings than competing institutions and that savings 
are insured by an ‘‘instrumentality of the United States Government 
(The Federal Savings and Loan Insurance Corporation)’’. Associa- 
tions have bid up the prices of corner locations often situated 
across an access street from a regional or community shopping 
center, On these corners contemporary buildings have been 
erected having the ubiquitous time and temperature ‘‘clock’’. 
Administrative personnel have been active in civic affairs, and 
space, such as board rooms, been made available for civic group 
meetings.5 

California associations have used two techniques somewhat 
more widely than associations in many other parts of the United 
States. These have been the substantial ‘‘give-away’’ premium 
program and trading stamps. California associations have given 
premiums in the form of steak knives and transistor radios, trips 


5. See ‘‘Getting the Most Out of Your Public Relations Dollar,’’ Savings and Loan 
Journal, June 1961, pp. 16, 17, 28, 34, Ray A. Neuman, California Savings and Loan 
League. 
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to Hawaii and chances on Volkswagens; and the trading stamps 
have been ever-present, The spectacle has been often noted of a 
high-income executive taking an hour of his afternoon to open five 
savings accounts of $500 each, collecting five inexpensive premi- 
ums costing the donor associations a total of $12.50. (California 
law restricts the value of an individual premium to $2.50.) Trading 
stamps for savings additions have been belittled by the saver but 
have almost never been refused. The saver apparently has the 
same deep-seated feelings of personal achievement and well being 
as has been noted by Otto Davis about the ordinary consumer.® 

Pending bills in the California Legislature may relieve asso- 
ciations of the present less effective use of premiums and stamps. 
Associations have been ‘‘taking in each other’s savings,’’ as 
Kendall has put it. It should be noted parenthetically that the 
introduction of the premium-stamp technique almost guarantees 
full industry use by all associations (but not by banks). Only two 
or three associations of any size were able to avoid the technique 
in California, and voluntary efforts to abolish the technique were 
only temporarily successful. 


Association Advertising Techniques. 


Associations have used substantially the full range of media 
along the ‘‘conventional’’ lines mentioned already. Newspaper 
advertising might take 35 to 40 per cent of the budget, television 
and radio 15 per cent, ‘‘outdoor,’’ 10 per cent, premiums, and 
minor item ‘‘giveaways’’ 5 per cent, secondary space advertising 
10 per cent, and other items 20 to 25 per cent. The community- 
identification theme has been stressed, with the name of many 
associations embodying the name of the home city, as in ‘‘Glendale 
Federal Savings.’’ Coast Federal Savings was an early user of a 
television ‘‘short’’ featuring a rabbit; Great Western has identified 
its name with a ten gallon hat; Lincoln Savings has capitalized upon 
rising interest in the Civil War Centennial. 

The phrase, ‘‘too much, too soon,’’ has been used in the title of 
this paper. The 1950’s were years of greatly expanding markets 
for all services, including financial services. Associations may 
have had ‘‘too much’’ success, ‘‘too soon,’’ so that they were not 
compelled to plan detailed marketing programs. In the 1950’s, it 
was not even necessary for very many associations to create a 


6.See ‘‘The Economics of Trading Stamps,’’ The Journal of Business, Univer- 
sity of Chicago, April 1959, pp. 141-150, Otto A. Davis 
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‘‘profile’’ of their savers. The use of motivation, ‘‘depth’’ inter- 
viewing has been rarer yet. The saver ‘‘target’’ and his motivation 
being largely unknown, associations have used the dispersed ‘‘shot- 
gun’’ approach in their advertising. 

Field studies have revealed a rather small percentage of re- 
spondents who were able to identify associations because of adver- 
tising. The percentage of responses from the two Los Angeles 
middle income to high income communities in 1960 is illustrative 
of this. In both of these communities savers were asked ‘‘How did 
you become aware of these savings institutions?’’. In one com- 
munity 3.1 per cent of respondents answered ‘‘through advertising’’ 
in another, 6.3 per cent gave this response. This is in contrast to 
the 77.2 per cent and 71.1 per cent of persons who indicated aware- 
ness because of ‘‘direct observation of them’’ in the respective 
communities. Personal friends or personal recommendation ac- 
counted for 8.3 per cent of responses in the first community and 
9.2 per cent in the second. Savers were asked the question ‘‘Have 
you noticed advertising by Savings and Loan Associations during 
the past year?’’ In the first community 22.4 per cent answered 
‘no’’, and 18.0 per cent gave this response in the second com- 
munity, despite the very heavy volume of newspaper, television and 
other media used by Southern California associations. Savers were 
asked, ‘‘What influenced you most in choosing the place where you 
save??? Advertising ran a poor third to responses in the general 
area of ‘‘convenience to my home’’ (49.2 per cent and 45.2 per cent 
respectively) and ‘‘convenient to my work’’ (19.4 per cent and 19.8 
per cent of respondents). 

In the past, Savings and Loan Association advertising and its 
effectiveness were studied by the author and his associates for the 
Southern California area. It was found that those associations 
which had done the most extensive job in establishing a detailed 
profile of their average saver, his motivation in his selection of a 
depository, and his shopping and residential location have appar- 
ently achieved a higher effectiveness of their advertising dollars. 
One large association which analyzed its market, found that it 
consists of middle income and lower middle income groups in- 
cluding the minority groups in the community. Another associa- 
tion has found that its saver is a middle to high middle income 
person and that few savers are from minority groups. 

Advertising allocations between the major metropolitan news- 
papers have reflected these different markets. The association 
catering to the middle to high middle income market for its ser- 
vices had cut the use of a Sunday magazine in what appeared to be 
the ‘‘wrong’’ metropolitan newspaper. It in fact reduced its total 
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Sunday magazine advertising to release funds for a more extensive 
campaign in the appropriate dailys. In their television advertising 
associations have struggled against a handicap that a financial 
service is not a product which permits a manual demonstration. 
It is not one which can feature the appeal of a low price and a 
‘‘special offer’’ is difficult to structure in the sale of services. 
One association found that daily radio spots around business and 
other news programs resulted in a higher effectiveness than the 
television advertisements in a prestige show, which required a 
much larger budget. 

There are some preliminary indications that advertising built 
around a ‘‘complete service’’ concept is producing favorable re- 
sults. Savings and Loan Associations are handicapped in competi- 
tion with the commercial banks in this area but the sale of one or 
two services appears to be considerably more difficult than the 
sale of a large number of related services. A budget adviser 
makes good advertising news, as does a trust adviser of services 
such as the payment of bills. Safe deposit boxes and travelers 
checks constitute some examples of what can be worked into a 
‘full service’’ line of advertising. A significant impact upon the 
local market was achieved by California Federal Savings and 
Loan Association through the use of a special rotogravure section 
built around the theme of home ownership and thrift education, 
where the advertising message was saved for the subsequent final 
pages. 

It is hoped that additional motivational research with savers 
will produce some new guide lines for marketing planning. Savers 
are not always motivated by fear of not having enough funds to 
meet family emergencies. Savers may be motivated by associating 
future enjoyment with present savings and with the more pleasant 
family needs such as that of vacation funds for the whole family. 
Savings and Loan Associations are moving toward the payment of 
interest on a daily basis for funds left with them. This kind of 
payment would permit individuals who are heavy investors to 
leave funds with associations for short periods of time. Retire- 
ment and estate building needs can be appealed to. Sound planning 
built upon family needs for funds at various stages from the 
formation of the household to retirement appears to be a direction 
which savings and loan advertising is taking increasingly. This is 
coupled with the ‘‘full service’’ appeal, which is replacing the old 
rate and insurance approach as well as the give-away and trading 
stamp approach. 
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Savings and Loan Branch Office Location 
Facilitate High Savings Market Penetration. 


The advertising policies of California Associations themselves 
do not provide an explanation for the higher rate of savings growth 
and hence deeper market penetration, compared to those of the 
rest of the United States. The fact that the volume of savings 
dollars in California has grown 20 to 25 per cent in a year while 
the United States volume increased from 12 to 15 per cent is nota 
matter of advertising policies. It is true that California associa- 
tions do not have to compete with mutual savings banks present in 
the eastern states because such banks have not been chartered 
under California law. California associations are able to exploit 
the weak ties that newly-arrived families have with their now 
remote commercial banks. These families are only in the process 
of forming relationships with the banks in California. However, 
the one salient advantage which California associations appear to 
have over associations in many other parts of the United States is 
their multiplicity of branch offices, In this, associations are fol- 
lowing the excellent example already established by the Bank of 
America, United California Bank, and other California commercial 
banks which have stressed a branch office location pattern in their 
history of growth. Importance of location may be illustrated by 
survey results from the author’s work in the two Los Angeles 
communities in 1960 already cited. The results are illustrative 
because they were found to be true for approximately 40 other 
communities in the State of California which were studied by the 
author. Respondents in the two Los Angeles communities were 
asked, ‘‘What does ‘convenient’ mean to you?’’ 75.6 per cent of the 
respondents in one community and 76.9 per cent of the respondents 
in the second community replied ‘‘close to my home.’’ 

What are the criteria for branch office locations? The ex- 
perience in establishing a multiplicity of branch offices through- 
out a region and a number of new local associations in certain 
kinds of communities indicates a potential which may be tapped by 
associations in other sections of the United States, In this paper 
branch office locations will be discussed under two headings: The 
Savings Service Area, and Site Characteristics. 


The Saving Service Area 


Savings and Loan Associations have very wide service areas in 
the making of mortgage loans. The service area is frequently 
determined by the extent to which the regulatory statute permits 
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these associations to lend. The Stanford Research Institute study 
of California savings and loan associations’ indicates that a fifty- 
mile radius service area for mortgage lending is common. The 
savings service area is a more compact market. On page II-8 of 
this study it is shown that 33 per cent of the California Associations 
savings accounts were derived from an area within a two-mile 
radius from an office and that 56 per cent were located within a 
five-mile radius of a given office. Thisreport also shows that out- 
of-state advertising and the use of ‘‘savings brokers’’ formerly 
permitted under California law has allowed California associations 
to derive 15 per cent of their savings from out-of-state. 

A rule of thumb used by California regulatory authorities and 
by the Federal Home Loan bank has been that a market population 
for a single savings and loan office amounts to 25,000 or more 
people. The author has found that this rule of thumb tends to coin- 
cide with a saving service area determined by market research 
methods, in those communities where incomes are average or 
below average. In higher income communities a population of 
20,000 or even less may be sufficient to support a single savings 
and loan office. The service area population is apparently smaller 
where that population is of a more mature nature and where the 
existing penetration of the market of savings services is found to 
be low. Communities exist which are served by three or more 
commercial banking facilities but where no existing savings and 
loan association is presently located. Such communities may have 
a low market penetration by savings and loan associations. This 
is particularly true when it is noted that many Southern California 
communities have a market penetration of 30 to 40 per cent of the 
households now served by savings and loan associations. 

California experience further suggests that communities of 
middle to low middle income may provide a fine savings base for 
association services. Even where the makeup of the community is 
heavily weighted in the direction of minority races. The author 
and his associates have found that in some instances at least, that 
although their incomes may be slightly below average, the very 
existence of a minority group in a community may mean that there 
are certain barriers of communication which prevent associations 
not oriented to minority groups from serving these communities at 
a normal level. Chinese-Americans, Italian-Americans, and 


7.‘*The Savings and Loan Industry in California,’’ Stanford Research Institute, 
Southern California Laboratories, South Pasadena, California, November 1960. 
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Mexican-Americans are examples of groups within a community in 
which this communication failure may result in lower service 
levels. The experience of Eastland Savings and Loan in Los 
Angeles, of branches of Great Western Savings and Loans, of 
Monarch Savings and Loan Association, and of Safety Savings and 
Loan Association illustrate the inroads which can be made upon 
present lack of knowledge and financial institutions. On the other 
hand, higher income communities contain many individuals who 
are highly interest-rate conscious and who can be appealed to on 
the grounds of earnings on their savings. This kind of market is 
responsive to the ‘‘full service’’ advertising already mentioned. 

What are the criteria for the location of new service areas for 
branch offices of additional associations in a city? The criteria 
would appear to be the following: 


1. An existing low level of savings services by savings 
and loan associations and perhaps by other financial 
institutions. 

2. Remoteness of the possible service population from the 
existing pattern of branch offices and local associa- 
tions. This emphasizes the importance of proximity 
to savers. 

3. A higher than average income level or the existence of 
cultural or ethnic barriers to the flow of services 
from existing associations. 

4, The presence in the population of a substantial number 
of households who have migrated to the potential ser- 
vice area. 

5. The existence of 20,000 to 25,000 persons in the po- 
tential service area. 


Site Characteristics for Successful Association 
Operation 


Proximity to community shopping centers and regional shopping 
centers has been stressed in the locations of new associations in 
California since World War II. This locational criterion is based 
on evidence that there is some close relationship between shopping 
and saving by association customers. The closeness of this rela- 
tionship may be questioned. Location in or near a shopping center 
of sufficient size has another basis. Millions of dollars of invest- 
ment necessary to establish a community or a regional shopping 
center seem to guarantee that the said center will be built ina 
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convenient location. Such investment dollars do not often seek an 
inconvenient location for their outlets. 

It is found in community analyses that some correlation does 
exist between shopping and saving. In the study by the author of 
two communities in the San Fernando Valley in 1959 it was found 
that 20 to 28 per cent of the respondents indicated that they saved 
when they were on a shopping trip. The articles purchased were 
most often groceries, drugs or hardware items. Approximately 
12 per cent of the respondents in one community indicated the 
purchase of items in this category and 15 per cent of the respond- 
ents in another community indicated these purchases. Clothing 
purchases were cited by 2.7 per cent of the respondents in one 
community and 3.9 per cent in the other. In community study 
after community study the author has found that the most frequent 
answer (perhaps 30 to 35 per cent of respondents) to the question 
of ‘‘when do you save?’’ has been ‘‘I make a special trip’’. This 
making of a special trip for the important saving process some- 
what reduces the necessity of a shopping center location for a 
branch office or a new independent office. Apparently the only 
common denominator for the location of association branch offices 
is that the site be convenient to the persons, say within a two mile 
radius, who are to be served. A better statement of this principle 
is that a subject location should be the most convenient one to the 
nearby neighborhoods which have the lowest market penetration by 
savings and loan associations. The essence of branch office loca- 
tion research is that of determining a relatively unserved area and 
then that of finding the most convenient location for the population 
of that area by field surveys. A location which is finally deter- 
mined by research apparently does not have to be a shopping 
center site although in many cases it may be. California experi- 
ence has shown that associations can successfully operate two or 
three to a regional shopping center, and one in a neighborhood 
center if the subject location is the most convenient to 20 to 
25,000 persons. Some offices and large branch offices may be 
successfully operated in prestige locations on or near major arte- 
ials without depending upon the shopping center draw for their 
operation. The Wilshire Boulevard locations for Los Angeles 
associations is the best evidence of this. Downtown facilities 
constitute additional evidence of this principle. 


Summary and Conclusions 


It may be well to examine the California experience in savings 
and loan marketing techniques. This is true because of the higher 
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rate of growth California associations have enjoyed, a rate which 
has been 20 per cent in one year, compared to 12 per cent for the 
whole United States. Part of this advantageous rate in growth is 
attributable to the different policies of California associations. 

Advertising in both geographical areas has stressed the high 
dividend rate paid by associations with Federal insurance. Both 
California and other area associations have profited by superior 
locations and by the use of modern architecture. It is true that 
California associations have given trading stamps and premiums to 
a higher degree than has the rest of the country. However, the 
impact of these merchandising techniques has been shown to be 
transitory. 

California associations have enjoyed a somewhat higher rate of 
growth, in part because of their highly developed branch-office 
systems. It has been found that at least California locations are 
not necessarily confined to shopping centers, but thata fundamental 
analysis of convenience and of the importance of proximity toa 
particular savings population is most important. 

California experience further suggests that associations may 
have overlooked possible branch locations in low income areas, 
areas in which minority races are important. If the population in 
such an area is large and if the existing service level by associa- 
tions is low, adaptation of the marketing program of an association 
may yield substantial results. 

Future growth of savings and loan associations in California, 
as elsewhere, may depend upon a wider use of marketing research 
techniques. Among these is motivational research. Advertising 
geared to the results of a ‘‘saver profile’’ and of motivational 
research in a particular area may prove very necessary in the 
1960’s. 


28. PLANNED MARKETING — 
A FACTOR IN BANKING TOO 


E. P. McRitchie* 


Research as to where and what the market is provides suffi- 
cient information for normal banking activities, but when 
banks take on advanced services additional research is 
needed. By breaking the research down into segments such 
as systems and equipment research, customer services re- 
search, personnel and training research, advertising re- 
search, and profit research a more effective job can be 
done. The development of ERMA entailed research through 
such segmentation and provides a successful example of 
planned marketing in banking. 


T might be well to look back into history and evolve an early 

image of the bank and its so-called marketing practices. It 
would be rather clear to imagine that abank was purely and simply 
a money lender, a bookkeeper, a depository for accumulated funds, 
and later a means of check clearing with a, ‘‘you come and see 
me’’ type of outlook. 

The fact that banking and its plans for future growth were on a 
day to day or intuition basis, led it to be somewhat akin to the 
early type of general store. In this manner, marketing was han- 
dled by customers coming to the bank seeking services or money 
which they felt, or knew, might be available through the banking 
institution, This was the image of an early banking organization 
and was erased later by the termination of the ‘‘simplicity’’ type 
of economy. 

Just as the commercial and industrial growth, so well depicted 
in our national economy here in the United States, was because of 
the capacity of companies to grow and plan, so it became neces- 
sary for banks to enter a planning type of program because of the 
growth, not only in the size of banks physically, but in the size and 
the scope of their activities. 


*E, P. McRitchie, Bank of America. 


277 


278 


EFFECTIVE MARKETING COORDINATION 


We also found, at this time, the end of what we might term, 
‘*The Myopia Era.’’? This is the era in which the banker, firmly 
seated at his desk, was unable to see beyond the confines of his 
office, and, through this inability, could not realize that the poten- 
tial market was passing his front door. In addition to watching the 
passing parade, banks were also ineffective in planning toward 
making new services available to commercial and industrial or- 
ganizations, which quite often were in need of specialized banking 
type of services. 

It seemed, almost as if by magic, that the banks found them- 
selves in the midst of unprecedented growth, and also unprece- 
dented competition. It was at this stage that the commercial banks 
realized that, in order to maintain their share of the banking mar- 
ket, it would be necessary to undertake extensive future planning 
of the operations and market development. It, therefore, seems 
only logical that these organizations should turn to a type of profit 
planning. 

Profit planning can probably best be described as a process by 
which the local economy is analyzed, both as to its future potential 
and its current needs, and this, in turn, is correlated with the re- 
search and development activities which, in themselves, are 
geared at developing new services and providing better utilization 
of machinery and personnel, which are currently available. 

Some of the first profit planning in banking was instigated in 
the field of human relations during the depression years. In this 
period, when unemployment was high, banks were prone to keep 
long-time employees on their payroll; working at odd jobs with a 
thought that, as future business grew, this great backlog of bank- 
ing experience would stand them in good stead. For many organi- 
zations this paid great dividends in that it was the presence of 
such a backlog of experience and knowledge that brought forth a 
need to think ahead how best this manpower could be more pro- 
ductive. And so, too, this provided an impetus to the subject of 
research and development. 

Some of this personnel was naturally diverted from the normal 
banking operations into the product and service research section. 
Here, banks were finding it necessary to, not only develop new 
products and services, but to develop economies in their present 
operations; providing greater utilization of machinery and equip- 
ment aiding the development of sales techniques, 

Some of the advantages which the early progressive banks had 
developed in bringing out new types of normal banking services 
were being dissipated by the ever-increasing competition on all 
sides. This, too, had a tendency to inspire the need of intensive 
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research and development in all fields, as well as a more pro- 
gressive advertising program. Instead of merely creating the in- 
stitutional image in the public eye, advertising and publicity then 
became a very definite sales motivation vehicle, geared not only 
at keeping the name of the institution in the public eye, but acti- 
vating individuals to feel the need of more and more banking serv- 
ices. 

Since we in California are particularly geared and familiar 
with the branch banking type of operation, the economic research 
took on a very important role. It was necessary to pinpoint the 
trends in localized sections of the State of California in order to 
determine the needs of the economy of the area. At this point, 
banking really entered into what we might truly call marketing. 
It became necessary to plan marketing to anticipate the needs of 
the future; to enter into research; to take a second look at the ad- 
vertising and publicity program so that they could be geared to the 
marketing program; to enter into training and development so that 
sales managers and sales personnel were developed from the old 
dyed-in-the-wool bankers. So let us move now from the philoso- 
phies of the change in the banking fraternity, and in the marketing 
concept, to a typical banking structure, and view what we might 
expect to see in such an organization in the field of marketing and 
sales research. 

Research has, and will continue in the future, to develop ideas 
that will no doubt startle bankers to the same degree as will space 
activities startle the experts who already know about the capabili- 
ties of space technology. Perhaps one of the most basic elements 
in marketing is to know where the market is, and to know what it 
is. The question of where it is would lead us to the activities of a 
research group in the field of branch locations. I will not get into 
the factors in this connection, but will merely identify the fact 
that research in branch locations is a part of the marketing phase 
of banking activities, 

Now that we have rather quickly disposed of the, ‘‘Where is the 
market’’ subject, we would be interested in knowing what it is. 
This, of course, is basic economic research. The economist on a 
national basis, on a state basis, and on a localized basis would 
make a study of trends, projections, and reactions in the economy. 
A final projection as to what the national economy would be; how 
the State of California economy would be correlated to the national 
economy, pointing out its differences; and then the actual localized 
reaction for the branch consumption, would be in order. In deal- 
ing on the national level, there are broad subjects such as the 
gross national product, and other nationwide trends. A good 
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portion of this is geared to react to the state economy. On the 
other hand, it may be entirely different than the national economy; 
particularly in the case of the State of California. We have hada 
growth economy in the past many years which has indicated a 
greater acceleration in growth within the state than would be found 
on the national level. Likewise, in analyzing the national over-all 
picture, there would be segments of the economy that would have a 
slowdown in their progress which might be just the opposite of 
what would be found in a growth area such as, again, California. 
This would not be far enough to progress in the economic research 
if we are dealing with a branch banking program with localized 
interests. Perhaps, though, it would be sufficient to localize this 
coverage on a county basis. Quite often we go too far in bringing 
the economy into too smull a focus. This would be a pure case of 
over simplification, 


Segmentizing Research into Group Action 


The subject we have covered to this point in our research, 
namely that of ‘‘where is the market’’ and ‘‘what is it,’’? would 
still not necessarily lead to a change in the old-time banker’s 
concept of marketing. This information would be valuable in the 
normal activities of a bank that was not entering into advanced 
services. Since, however, banks are now breaking away from the 
rigid channels of years gone by, we must seek out new ideas of 
equipment, of products, of services; and so we must turn toa 
specialized type of research. One segment of this would be the 
systems and equipment research. In attempting to answer the 
problem of economies, of greater utilization of equipment, of 
greater utilization of the manpower that had been partially freed 
because of the turn to mechanization, we must devise new systems 
that would provide for an orderly accomplishment of this aim. By 
using our old ‘‘intuition’’ type of method, systems certainly could 
be devised from day to day, but the costly aspect of such a pro- 
gram would undermine the plan in the long run, Likewise, if we 
did not engage in extensive equipment research, the utilization of 
obsolete forms of equipment and machines would have a tendency 
to again add to the over-all cost and expense, and reduce the ef- 
ficiency of the intended program. 

Then, too, systems and equipment themselves caused damage 
in each other’s plans, For example, a new system which has fully 
utilized available machinery, could cause more modern equipment 
to be necessary. By the same token, the installation of a new type 
of electronic equipment could cause quite an upheaval in the 
existing system’s program and require a re-writing of the entire 
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setup. This accounts for the fact that the systems and equipment 
research activity is often associated as one in the same so that 
there can be a continuous correlation, keeping at a minimum the 
loss of time and effort in coming up with the proper program. 

All the excellence of systems and equipment will not bring 
about the economies and the increase in income desired if we do 
not have something to which to apply these systems and equipment 
techniques. This, of course, brings into focus the need of a cus- 
tomer services research group. Here we have an unusual type of 
idea man; a fertile mind; a willingness to face the cost analysis 
group and justify the position as to the value of the new service 
suggested. 

Just as one good idea and thought leads to another, so we must 
find in our picture the profit research and analysis group. This 
would be a segment of the organization charged with the responsi- 
bility of determining the profitability of the applications, not only 
of the time-worn banking procedures, but the new developments 
brought about by the various aforementioned research groups. Al- 
though it is a general fallacy of thinking that banks are merely 
places in which officers are developed into independently wealthy 
individuals, it is a fact that the cost and profit market must be 
carefully watched. So it is, therefore, natural that the profit re- 
search and analysis group would correlate their activities with the 
economic research men in analyzing the projections of the econ- 
omy; also, in the utilization of resources, they would aid in the 
determination of the policies of the bank in regard to the various 
products and services available. 

We could go into considerable detail at this time relative to the 
activities of each of these sections in telling our story of market- 
ing; but, perhaps, it would be best to wrap them all together in 
one concrete example of what actually did take place in the de- 
velopment of one of the electronic bookkeeping programs. 


Planned Marketing—The Development of Erma 


Although it is not our intention to deal on a sales program for 
any given institution, you will pardon the fact that I would best 
present the details of a typical research problem, and its final 
outcome, through a discussion of one of the services of the fine 
institution with which I am associated. Again, you will pardon a 
reference to a designation by name of the process which we call 
Erma, since a failure to identify it by such a brief connotation 
would merely result in confusion in my ensuing comments. 

The history of this development goes back many years to the 
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time when a selection was made of two or three men who had un- 
usual aptitudes in the field of general operations and mechaniza- 
tion. These men were placed in college activity on a graduate 
level in the field of research on electronics and higher mathemat- 
ics. They became the basic team which, working with the Stanford 
Research Group, spent many years in developing the details of the 
actual machine itself, which is now under full production, and is 
operating in 12 electronic centers throughout the state. 

Their work was not simply the planning of a machine with 
tubes, transistors, lights flashing, panel boards, and whirling 
tapes. Instead, it was a case of determining just what was in 
mind as a final goal, and, from it, what further utilization of equip- 
ment and knowledge could be brought out of the program which 
would increase excellence of operation and result in profits or 
economies, 

If it were merely the production of a machine, then further re- 
search would be necessary at that time todetermine what systems, 
and what additional equipment, would be necessary to broaden the 
basic use of the machine to fit other needs. Certainly, time was 
an important element, and cost, too, was important; so it was de- 
cided best to bring these systems and equipment research men 
into the picture to work closely with this research activity on 
Erma in order to develop the systems and equipment for the com- 
ponent parts. As the program developed, there was an obvious 
application of the processes to existing banking functions; result- 
ing in a more intense mechanization of the bank operation than at 
first had been believed. Likewise, the activities in research and 
equipment showed that other similar machines in the electronic 
computer class could take over a great phase of the mass of paper 
work that is generally found in the bank accounting process. 

The development of types of characters that could properly be 
read by the new machines, and research into the standardization 
of these characters, and the magnetic ink, was important. It was 
obvious that it would have a nationwide effect on banking in the 
process of check clearings. 

Indeed, as this work progressed, organizational planning had to 
come into the picture because of the need for newly created de- 
partments and functions to provide services that could not be ob- 
tained outside of the bank. Also, into the hopper during the devel- 
opment of Erma, were the activities of our Economic Research 
and our Customer Services Research groups. The former indi- 
cated the impact that would continue to hit California; the types of 
economy; the types of industry; the needs that business would have 
for bank services. The Customer Services Research provided new 
ideas that could be brought into focus with the ideas advanced by 
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the economic group—to utilize idle hours and equipment made 
available by the Erma Program. It was found that, through inten- 
sive team work, economies were affected, organization was set up, 
systems were provided for, equipment was produced or obtained, 
and new products were coming into the picture; all indicating that 
there would be a profitable result in the long run. 

What effect does this have on the marketing factor? What was 
to be the public’s acceptance of new types of checks that banks 
were to force upon them with odd-looking numbers? What about 
the companies who had hundreds, and thousands of checks already 
printed on costly paper? What of the companies, anxious to have 
advertising media printed in the small margin at the bottom of 
their checks, which now find it being guarded and utilized by 
Erma? 

The answer was the human being, not an electronic machine, 
and nothing that could be really planned by the technical people. 
Here we must find a person who is knowledgeable in what is in- 
volved in the product of Erma, (electronic recording method of 
accounting) and have the advantages pointed out through visits with 
the key officers and personnel in the organizations affected. Tim- 
ing was necessary: proper planning, answering of problems—the 
playback of problems that had been raised by companies that per- 
haps had not been thought of in the research stage; these must be 
played back into the complex of organization planning, or equip- 
ment research, or whatever other phase was necessary. 

Another stage was then reached in this marketing maze; that of 
training the personnel to properly operate the equipment. Without 
the proper operators, efficiency and, in fact, the operation itself 
would not be possible; and so the personnel training and develop- 
ment group partially took over and brought forth this human equa- 
tion and made it available to the program. 

Then came the problem of turning the advertising segment of 
the bank loose on a subject on which information was eagerly 
awaited. Before this could be done, further research had to be 
undertaken and actual on-the-spot testing by a selected group of 
branches performed. Public contact was necessary in order to 
make plans for the parallel posting of customers’ accounts—the 
same entries being posted on the Erma machine as were posted 
by the old-time bookkeeping methods; both at the same time, 
parallel posting—days, months of it. The shortcomings, of the 
machine, and the system, plus the reactions of the public, and the 
problems and questions they introduced, could be pinpointed. So 
the marketing program proceeded, until success seemed assured, 
and the mass production and installation of the machinery and 
equipment in selected spots throughout the state took place. One 
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branch conversion after another came about with a surprisingly 
small upsetting factor to the public. 

In the midst of this marketing program came the always an- 
ticipated problem of, not only customer reaction, but public senti- 
ment. What of the people that were to be put out of work by this 
monster that was coming into the scene? What of the coldness that 
would exist in banking when machines were all important and the 
human element was taken out of the picture? The sales force and 
advertising group manned their guns to convey that, through the 
mechanization, the warmth of personal contact could come into 
being in the banks, and soon they would become public service 
conscious instead of accounting conscious. Too, those who were 
formerly handling the bookkeeping assignments found that promo- 
tions were forthcoming. The normal turnover and the explosive 
growth brought forth new opportunities for those who had been on 
menial tasks, 

The final portion of this program is the acceptance on the part 
of the public. The pleasure they have with a neat, orderly, un- 
blemished statement. The reduction of errors. The elimination 
of the necessity of calling the bank’s attention to errors, The 
pleasure of having free imprinted check books. The personalizing 
of their contact in the branches through relief of personnel from 
detailed paper and accounting work. All of this involved perfect 
timing, marketing, co-ordination, and planning. And so now we 
can find on our branch manager’s level in the individual branches, 
an opportunity to foresee new development, new influences on the 
economy, new utilization of the plans of economic research, of 
profit planning, of new systems which can be converted into in- 
creased business and deposits—a more attractive profit picture; 
thus, a better profit planning program. 

Another important factor is that a conversion has taken place 
in the thinking of bankers today. They are no longer thinking of 
the dull, regimented type of activities in banks for customers; 
but, rather, of the ability of provide services such as: check rec- 
oncilement, freight billing, utility billing, payroll accounting, 
coupon redemption, charge account credit, and other services now 
in the process of being developed. Such services will allow for 
greater utility on the part of the public; a greater opportunity to 
our branches, and inspiration to the personnel to do a marketing 
job—a salesman’s job in offering services and banking facilities. 
To the ever-watchful eye of those on the local level, and as the 
needs of the communities and customers suggest additional serv- 
ices to bring new customers into the banking field, the research 
group will be activated. A method of planning? Yes, planned mar- 
keting is truly a factor in banking, too. 
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29. DEVELOPING A LONG 
RANGE PLAN OF 
MARKETING FAMILY 
SECURITY 


Darrell E. Roach* 


The marketing function must be prepared to cope with the 
changes in our dynamic society. The long range marketing 
plan for an insurance company was based on the answers to 
three main questions: 1) What will: the future markets be 
like? Population growth, changes in age groups, occupa- 
tion changes, etc., should be considered to segment the 
potential markets. 2) What will the insurance products and 
services be? Simplified formats, packaged policies, new 
means of payment, etc., should be considered. 3) How to 
reach the markets? Continued personal selling or more 
mass type selling? 


HE American market place is situated within a dynamic so- 

ciety. There are constant cultural, social, and economic 
changes occurring. Some of these changes are quite sudden and 
change almost overnight. The return to a peacetime economy 
after World War II in the demand for durable goods and the ef- 
fects of compulsory automobile insurance are examples of such 
sudden dramatic change. On the other hand, there are gradual 
evolutionary changes which are occurring at the present time but 
the full effects may not be seen in the market place for several 
years, Increasing educational level and urbanization are exam- 
ples of this type of change. This latter type of change is similar 
to the rumbles and shifts of strata ina volcano. They are occur- 
ring now and will produce inevitable effects later. 

The marketing function must be prepared to cope with these 
changes. It must be alert to changes which have occurred and are 
occurring and their effects. Marketing strategies and techniques 


*Darrell E, Roach, Nationwide Insurance Company. 


285 


—< 


286 EFFECTIVE MARKETING COORDINATION 


must be adapted to these changing markets. This creates the need 
for a periodic overview of the total marketing plan. An attempt 
should be made to take a general look at the dynamics of our so- 
ciety, the interrelationships of changes, and what overall market- 
ing plan will be most effective in the future. We are usually alert 
to short term changes or the effects of some specific changes, but 
we need to fit the pieces of the puzzle together and peer into the 
future and look at the market place. 

The evolutionary changes are occurring now. We can assess 
and project these changes with some degree of accuracy. With 
some intuition, we can hypothosize what the effect on the market 
for our products and services will be. The marketing function can 
plan its strategy for the future by taking this general overview of 
the market of the future. 

To illustrate this concept of developing a long range marketing 
plan by attempting to project cultural, social, and economic trends 
and the effect on the markets of the future, I will describe the de- 
velopment of such a plan for a multiple line insurance company. 
As you may know, a multiple line insurance company sells all 
kinds of insurance, e.g. automobile, fire, life, health, etc. Thus, 
such a company has a variety of products and services. 

We began by defining three areas of the marketing function in 
which we would need to know about the future. These were: 


1. What will the insurance markets of the future be like. 
2. What will the insurance products and services be. 
3. How can we best reach these markets. 


In each of these areas, we attempted to identify social, cul- 
tural, and economic trends which would influence these areas. 
Population trends, economic trends, and the emergence of sub- 
markets were felt to define the markets of the future. We next 
looked at changes which have an are occurring in our products 
and services. In relation to methods of distribution, we looked at 
changing patterns of distribution, both inside and outside of the 
insurance industry. We felt that examination of these areas would 
enable us to project the insurance markets of the future and de- 
velop our long range marketing plan. 


The Future Markets 


In our overview of the future market, we first studied popula- 
tion trends. It was found that the U.S. population will probably 
continue its present growth trend. The rate of growth will be 
slower, but the absolute number of people added will increase 
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steadily. Steady growth in the number of people will mean an ex- 
panding market for businesses in which the unit of consumption is 
per capita, While knowledge of the sheer rate of growth was of 
value, we believed that shifts in age groups, marriage and house- 
hold formation, occupational shifts, and geographical distribution 
held more implications for our industry. 

The most important changes seemed to be those affecting the 
youth and the aged. The 15-24 year-old-age group and those over 
65 will grow more rapidly than the population as a whole. Youth 
will increase by 80 per cent between 1955 and 1980 and the aged 
will grow about 74 per cent. The aged, however, will constitute 
only 10 per cent of the population in 1980. This indicates that our 
chief problem areas which are automobile insurance for the young 
and health insurance for the aged are going to be the chief grow- 
ing areas. On the other hand, the 25-44 year-old-age group, which 
is the prime market for life insurance, will experience little 
growth during the 1960’s. In addition, this age group is the one 
from which we recruit our agents. These findings obviously have 
strong implications for our marketing plans and strategy. 

The rate of marriage and household formation was more en- 
couraging from an insurance marketing standpoint. Marriages will 
take place at the rate of 1.7 million annually and reach two million 
by 1975. A much more direct and certain consequence of the 
marriage boom will be a rapid rise in household formation in the 
1960’s. Implications for the insurance industry are readily ap- 
parent. The demand for housing will be transmitted to the invest- 
ment function. The demand for fire and allied lines of insurance 
will expand with household formation. The demand for personal 
insurance, life and health, should be stimulated by the rising 
marriage rate. Thus, there seems to be indications of a favorable 
market in the future. 

Analysis of geographical redistribution of the population indi- 
cated that America will become increasingly urban. By 1980, 70 
per cent of the nation’s inhabitants will be living in urban areas. 
This will give rise to the urban super region. Instead of cluster- 
ing around a central city, these will stretch out with many focal 
points along the area. The Atlantic Coast from Boston to Wash- 
ington has a prototype of such a super region taking shape. The 
implications of such a redistribution of population on the market- 
ing function are obvious. Other analyses of population indicated 
rising educational levels and increases in the white collar occupa- 
tions. These groups are traditionally high consumers of in- 
surance, 

This examination of population trends left us with some definite 
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directions for our marketing efforts. The growth of the popula- 
tion, increasing rates in marriages and household formation, in- 
creasing levels of education, and shifts in the occupational groups 
promises expanding markets for our products and services in the 
future. On the other hand, the rapid increase in youth and senior 
citizens, and the increase in the urban population confronts us 
with many problems which we will have to solve by improved 
products and marketing strategy. 

In projecting economic trends over the next few years, it ap- 
peared that the economy will continue to grow. Per capita dis- 
posable income and the price level should continue to rise, Of 
special interest to us was that expenditures for insurance would 
rise more rapidly than disposable income. Gross premiums 
should continue to increase for each line. It was noteworthy, that 
in order to maintain our present position in the industry we would 
have to increase our present business substantially, but by vary- 
ing percentages depending on the line of insurance. In other 
words, we will have to run very fast to stand still. In addition, it 
was indicated where we should place our marketing emphasis in 
order to take advantage of expected growth. 

Our analysis indicated that if the market were segmented, 
several groups would emerge showing varying degress of market 
potential for insurance. Markets might be categorized into exam- 
ples, such as the young adult market, the senior citizen market, 
the white collar market, the blue collar market, the family mar- 
ket, the farm market, the professional market, the working women 
market, etc. After analysis of each of these sub-markets, it was 
indicated that the insurance needs cut across many of these 
groups. Concentration on certain markets encompasses many of 
these identifiable sub-markets. Special attention would be given 
to selected sub-markets which may have unique insurance needs, 
but the major emphasis should be placed on the one or two deemed 
to be more dominant, 

Our study of population, economic trends, and sub-markets 
give us a picture of the market for our products and services in 
the future. The projected growth in population, along with in- 
creases in disposable income, expenditures for insurance, mar- 
riages and household formation, white collar occupations, and 
educational levels indicate that there will be a strong demand for 
our products and services. We cannot, however, sit back and say 
things are going to be fine. There are many shifts in the nature 
of our market. The rapid increase in the young and the aged, the 
increasing urbanization of the population, the differential growth 
rates for various lines of insurance, and the rise of certain 
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selected sub-markets indicate that products and coverages will 
have to be developed and marketing strategy must be carefully 
planned. Thus, having an idea of what our future market will be, 
we can now begin developing our long range plans to meet the 
needs of these future markets. 


Future Products and Services 


Many changes in products and services are now taking place, 
In developing our long range marketing plan, it will be helpful to 
know what products and services we will be marketing. Our anal- 
ysis indicated that the insurance industry is awakening to the 
trends prevailing in the distribution of goods and services, with 
the result that product design, packaging, pricing, and payment 
methods could well be reshaped with an eye to increasing con- 
sumer acceptability. Efforts might be directed toward improving 
policy format and simplification of contract terminology. There 
is considerable interest in the creation of package forms and be- 
ginnings have already been made in the fields of property, health, 
and life insurance. The insurance industry is giving greater at- 
tention to pricing policy and it seems likely that it will become 
increasingly difficult for any company to maintain a price advan- 
tage of any magnitude in the near future. Convenient payment 
methods are likely to become almost universal. Thus, our prod- 
uct will probably be an attractive simplified contract combining 
several lines of insurance into one policy with a budget type of 
premium. The implications for our marketing plan are that we 
will need higher caliber and better trained agents who will be 
able to sell on the merits of the more subtle differences brought 
about by product innovation. 


Reaching the Market 


Having projected our product and our market, we then looked at 
ways of reaching our market. Our analysis indicated that, for 
some time to come, person-to-person selling is most likely to be 
the prevailing mode of distribution for most lines of insurance. In 
the face of increasing competitign, however, we must look for new 
economies, Achievement of mass distribution of some form seems 
to afford the most promising opportunity in this direction. No 
method of impersonal distribution appeared which could be readily 
adapted by an established insurance company. We must continue 
to look for new methods. Thus, it appears that our product will be 
distributed through an agency force and we will continue to search 
for improved methods of mass distribution. 
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Making the Plan 


We are now ready to fit the pieces together and build a model 
of our future operations. Our market for insurance will continue 
to expand in the future, giving us opportunity for corporate growth. 
The market, however, will include increasing proportions of youth, 
aged, and urban population. Our product will be more attractive, 
simplified, and compact and will be offered on a pay-as-you-go 
basis. We will serve our markets through an agency force but 
will continue to look for improved methods of mass distribution. 
With this model, we are able to begin developing our long range 
market plan. Of course, the plan must be somewhat flexible to 
counteract any unforeseen trends or events. With our model, 
which we can constantly modify, we can develop our plans and 
strategies which will guarantee our company will continue to be a 
force in marketing family security in the market place of the 
future. 
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COORDINATION THROUGH CONTROL 
— CONTROLLABLE VARIABLES 


A. The Role of Packaging 
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30. THE ROLE OF THE 
ADVERTISING AGENCY 
IN PACKAGING 


Clark Leavitt* 


The advertising agency has a stake in packaging because 
of the quantity of consumer impressions a package makes as 
well as the congruence of the package and the ads. The 
agencies role may bein contributing ideas or by evaluating 
packages—which must be clear, simple, have stopping 
power, and create an image. Advertising creates awareness 
and attitudes towards packages. 


Y own point of view concerning the agency’s role in packaging 

is conditioned, naturally, by my experience at Leo Burnett 
Company—which has traditionally had a strong interest in this 
area and is directly responsible for many package and label de- 
signs for its clients. 

We may approach the question of the agency’s role by asking 
first about the agency’s stake in packaging. There are two obvi- 
ous reasons for saying that an advertising agency has a strong 
stake in creative packaging. A Kellogg’s ad, for example, if run 
once in Life magazine will be noted by roughly three million wom- 
en, 

Assuming a package of Corn Flakes remains unchanged for as 
little as a year, it will be noted at least 300 million times—prob- 
ably closer to 3 billion times! The point is clear, packages are a 
powerful medium. 

Over and above the simple quantity of consumer impressions 
that a package makes is the need every advertiser has for pre- 
senting the same face to the public in all his contacts. As Leo 
Burnett has said, ‘‘You need to do business long enough at the 
same stand for people to get to know what to expect from you and 
rely on what you have to say. 


*Clark Leavitt, Leo Burnett Company, Inc. 
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This means more than mere repetition or mechanical consist- 
ency. Perhaps what psychologists have called ‘‘congruence’’ ex- 
presses the idea better: two messages are congruent when they 
fit together psychologically —when they have the same implications 
or create the same ‘‘expectancies’”’ on the part of the receiver. 

We may think of advertising, packaging, public relations or any 
other public expression on the part of a company as being a series 
of messages to the consuming public. It is, of course, the total 
effect of the entire series of messages received by the consumer 
that determines the final impact made on him. And this is a case 
where ‘the whole is greater than the sum of the parts,’ or if con- 
gruence is really missing, less than the sum of the parts. 

For example, if the consumer is told on Monday that Nebish 
crackers is the brand that’s the pioneer of the cracker industry 
and are preferred by spacemen two to one, and then on Tuesday 
that they were made according to Grandma Nebish’s favorite 
recipe—one message may well cancel out the other, leaving the 
consumer virtually amnesic for Nebish crackers. 

Congruence is not achieved easily. It may be built on sucha 
simple but often neglected thing as color or style, as in the case 
of Olivetti; but more likely it is based on consistent meaning. I 
repeat: this does not mean mechanical similarity, but underlying 
consistency, just as a football player may act differently in mak- 
ing a 90 yard return and in escorting his mother across the street, 
without losing a basic football player quality. 

I think this makes clear the importance I attach to the agency’s 
stake and its participation in packaging. 

But what of the agency’s role? To what extent should it actual- 
ly participate in package design? The agency can do this in two 
ways: by contributing ideas and by evaluating packaging. 

My remarks on congruence certainly imply that the agency is a 
prime source of ideas for packaging, whether or not the execution 
is done in or out of the agency. As to evaluation, either by judg- 
ment alone or by research-plus-judgment, let me just mention in 
passing three criteria that apply to both packaging and other ad- 
vertising. 

First, both an ad and a package must be clear and simple. 
Each must communicate its basic message quickly and easily and 
without confusion. Secondly, both should have stopping power or 
be interruptive—one on the shelf, the other in a magazine or on the 
TV screen. Third, we frequently evaluate the overall effect pro- 
duced by each. This is the general stance of advertising and the 
residual impression it leaves about the brand or the advertiser. 
This, also, is the image projected by the package—‘the product 
personality’ conveyed by the label. 
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It goes without saying that the experience of the advertising 
agency in evaluating advertising along lines such as these can be 
advantageously carried over to packaging. 

In the final analysis, all that I have been saying leads to one 
simple idea: that when the basic nature of advertising is clearly 
understood, there can be no doubt of the advertising agency’s role 
in packaging—and in every other aspect of marketing as well. 

At one time, there was a tendency to see the housewife as a 
kind of purchasing agent for the family—a person who prepared a 
shopping list of specific brand names, and who maintained a kind 
of pantry inventory of necessary products. She was thought of as 
having definite brand-loyalties, and advertising was imagined to 
have specific immediate effects—of producing rational or emo- 
tional decisions or judgments—witness the classic phrase—‘‘sale 
in the mind.’’ 

But the true picture of the modern housewife belies this tradi- 
tional viewpoint. She pushes her cart down the super-market aisle 
with a minimum of pre-conceptions. In fact, she is admittedly 
quite dependent on the richness and variety of the displays for 
stimulation, for ‘ideas’. 

Advertising functions not to ‘finalize’ but to pre-dispose. It 
creates awareness and beyond this, attitudes toward specific 
packages and brands. It functions in the same way that actual ex- 
perience with the product does—by sensitizing and orienting, by 
sharpening expectations. 

The package on the other hand works its wonders by what 
psychologists call the process of ‘‘redintegration,’’ a process in 
which the presence of one element of a previous experience brings 
back and makes alive the entire experience. 

Before I stop talking, I feel that, as a psychologist, I should at 
least allude to research, Unfortunately, there are really very few 
problems in doing research on packaging. Research of this sort 
is generally cheap compared to design costs themselves. If the 
Objectives of the package are clearly stated, research can do its 
job more easily than in any other area of advertising. Perhaps 
the really fundamental problem that is not easily answered is how 
much should be spent for package design. In other words, what is 
the pay-out function for dollars invested in packaging? This, of 
course, is merely a more specific way of saying how important is 
packaging. I don’t know, but personally I suspect that it’s more 
important than we generally assume, 
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31. PACKAGING AND SUPER 
MARKETS: THE PACKAGE 
IN THE MARKET PLACE 


Curt Kornblau* 


While the package has been a significant factor in the 
growth of the super market, the growth of the super market 
has in turn stimulated the growth in packaging. Manufac- 
turers and retailers both seeking the same goal—greater 
sales and greater profits—must work together in developing 
packages which not only meet the needs of the consumer 
but also enhance greater efficiency and reduce costs in 
food distribution. 


ACKAGING has been a vital link in the growth and development 

of the super market. At the same time, the super market has 
given great impetus to the concept of the package as a basic and 
indispensable marketing device, the silent salesman of self-serv- 
ice retailing—not only for food and grocery products, but for other 
consumer goods as well. In effect, the super market has been the 
testing ground, the research laboratory for the self-service pack- 
age. 

In a sense, the super market business may be described as a 
continuous process of materials handling. Merchandise is re- 
ceived, price-marked and placed on display. From the many thou- 
sands of products displayed, the customer assembles her (or his) 
order and takes it to the checkstand, where it is paid for, bagged 
and taken to the customer’s car. Turnover is fast. A great num- 
ber of packages pass through the super market in quick proces- 
sion, 

My talk is concerned principally with the materials handling 
involved in the movement of merchandise from the manufacturer 
to the consumer—with the needs and requirements of the food re- 
tailer. I will be dealing mainly with merchandise prepackaged in- 
to consumer units by the supplier, both food and non-food, although 


*Curt Kornblau, Director of Research, Super Market Institute, Inc. 
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the same principles apply also to foods which require processing 
and packaging at the store or warehouse level. 

Since the retailer’s first requirement is to sell, I will also 
touch on aspects of packaging pertaining to consumer wants and 
needs. My remarks will cover only those aspects on which the 
retailer considers himself knowledgeable—on customers’ con- 
scious desires and practical needs, as expressed in customer 
complaints directly voiced. The food retailer does not consider 
himself an expert on psychology or physiology, on psychic traumas 
or the rate of eye blinks. Nor is he an expert on layout, art work, 
color schemes and other elements of package design. 

The food retailer also cannot give professional opinions on 
packaging materials and production techniques. He knows that he 
wants to sell, at a profit, and he expects the package to help him 
achieve this goal and purpose for being. For technical details, he 
defers to the experts who serve the manufacturer in staff or con- 
sultant capacities. 

Let me give you a specific example of where the super market 
operator was ignorant enough to ask for the impossible. This par- 
ticular example relates to a product which is prepackaged at the 
store level, meat. 

Several years ago, the Super Market Institute Meat Productiv- 
ity Committee met with manufacturers of meat boards and trays 
to discuss possible improvements in meat backing materials, 
Here is what the retailer asked for: greater rigidity, greater ab- 
sorbency, more wet strength and less weight—all at the same 
time, plus more visibility. Complete transparency would do fine, 
and no increase in cost, please. The manufacturers nodded sym- 
pathetically and related that they had already licked a host of 
technical problems to give us the fine boards and trays then avail- 
able. As to complete transparency, they told us, in a very nice 
way, that the suggestion was a pipe dream. The retailers’ posi- 
tion was simply that, as customers of meat backing materials, 
they were stating a problem—and pointing out an opportunity. 

Well, the food retailer isn’t expert enough to know whether 
complete transparency is a pipe dream, but I do know that at this 
very moment a super market company and a packaging material 
supplier are jointly experimenting with transparent trays made 
out of a clear synthetic material, ridged on the bottom for greater 
strength and better cold air circulation around the packaged meat, 
This material stands up under the heat of a wrapping machine and 
the cold of a freezer, and it does not affect the taste of the con- 
tents. When frozen, it is said, a flick of the wrist separates the 
meat and the tray. Customer reaction is reported to be highly 
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favorable, and the super market personnel are enthusiastic. It 
remains to be seen whether this particular tray will sweep the 
food industry, but super market operators cannot fail to be im- 
pressed with this effort to Serve the wants to retailers and con- 
sumers., 


Facts About the Super Market Industry 


For a broad perspective about the super market business, here 
are some relevant facts, based largely on the continuing research 
studies of Super Market Institute. 

First, what is a super market? SMI defines a super market as 
a complete, departmentalized food store with a minimum sales 
volume of one million dollars a year and at least the grocery de- 
partment fully self-service. In 1960, super markets averaged 
sales of $1,850,000. 

Basic principles of super market merchandising include low 
markup, fast turnover, self-service, cash-and-carry, quality, 
variety, pleasant shopping atmosphere, low net profit. Self-serv- 
ice prevails not only in the grocery department. As of a year ago, 
virtually all dairy departments are completely self-service, as 
are 87 per cent of the meat departments and 64 per cent of the 
produce departments—with most of the remainder partially self- 
service. Some 38 per cent of the super markets sell all or nearly 
all fresh fruits and vegetables prepackaged. Complete bakery de- 
partments (i.e., more than just a commercial baked goods section 
or meat cold cuts, which are found in every super market and are 
generally self-service) are fully self-service in about six out of 
ten super markets. 

Practically every super market does some prepackaging on the 
premises. As of two years ago (our latest available figures on 
this subject), fresh meats are prepackaged in 96 per cent of the 
super markets, cheese in 67 per cent, fresh fruits and vegetables 
in 55 per cent, and meat cold cuts in 54 per cent. Many of the 
larger companies do some central prepackaging. 

As of a year ago, the typical super market sells 6,000 different 
items (each brand, size, flavor, variety, etc. being counted as a 
separate item). The typical company handles 4,300 dry grocery 
items. On the average, it took on 200 new grocery items during 
the previous year and dropped 150. (With shelf space limited, 
super markets cannot possibly take on all the new products coming 
on the market. The retailer looks for items that provide a service 
to the consumer; are truly new, not just ‘‘me, too,’ i.e., a carbon 
copy of existing items or an additional size not justified by con- 
sumer demand; expand the market for the retailer; not merely 


| 

| 

| 

| 

| 

| 

H 

LX UM | 


PACKAGING AND SUPER MARKETS 299 


replace sales of other items; possess adequate profit potential; 
are backed with a sound promotion program; and are not too bur- 
densome and costly to handle physically.) 

Super markets opened in 1960 average 13,400 sq. ft. of selling 
area, 21,300 sq. ft. of total area, an investment of about half a 
million dollars, The typical new super market faces direct com- 
petition from three other super markets, plus numerous smaller 
food stores. Sales per square foot in these new units amounted to 
$2.62 a week, as reported to us late in 1960. For all super mar- 
kets, including both old and new, sales per square foot averaged 
$3.69 a week in 1960. 

Super market sales are concentrated toward the end of the 
week, Friday and Saturday account for close to 60 per cent of the 
week’s business. This presents obvious problems in keeping the 
shelves full and the checkout lines moving. Nearly half of the 
store employees (45 per cent) are part-timers, often with limited 
training. 

Operating expenses have been rising at a faster rate than sales, 
This rise has been gradual and persistent. Major store expense 
items include labor (about half of the total store operating ex- 
pense), rent and costs relating to equipment. Typical gross profit 
in 1960 was less than 19 per cent. With gross profit rising less 
than operating expense, net operating profit before taxes fell to 
less than 2 per cent, 

Here is what all this adds up to: 1. Super market operators 
are concerned, continuously and increasingly, with operating ef- 
ficiency as well as with building and maintaining sales. 2. Dis- 
play space is at a premium. 

More specifically now, what does the super market operator 
expect in a package? 


What Retailers Want in Shipping Cartons 


To begin with, the retailer is concerned with the shipping car- 
ton, the package around the package, so to speak. It goes without 
saying—at least it should—that the case must be strong enough 
and so designed as to prevent damage to the contents in transit, in 
handling, and while the case is being cut open. The shipping case 
should lend itself to palletizing, preferably on pallets 40" x 32" or 
40" x 48", and it should fit onto conveyors. It should be rectangu- 
lar, not square, and it should not be too bulky or heavy. 

The contents should be clearly described, including the brand, 
variety, quantity, size and color. Markings should be on at least 
four sides, in bold large print to permit easy reading—no stencils 
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or pasted-on labels. The box should be easy to open and it should 
have clear instructions as to the method and place of opening. 
Case pack, the number of units in the shipping carton, should cor- 
respond to turnover —neither too big nor too small. 

How the product is packed in the shipping case is also impor- 
tant. Retailers want the packages placed in the carton in such a 
manner that they are ready for price-stamping when the carton is 
opened—nothing has to be turned over. 


What Retailers Want in Packages 


Again, we start with protection of the contents. The package 
must be strong enough to prevent damage to the product. The re- 
tailer fully expects the package to safeguard the quality of the con- 
tents. It should keep food at its nutritious best, and it should meet 
all legal requirements, including the food additives regulations of 
the Food and Drug Administration, (While on the subject of FDA, 
we have been advised by the Commissioner of Food and Drugs that 
his agency is about to commence an aggressive enforcement pro- 
gram to assure compliance with the law regarding prominent and 
conspicuous appearance of information required to be shown on 
food labels.) 

By all means, there should be a ‘‘white spot’’ for price-mark- 
ing. This ‘‘white spot’’ should be large enough and it should be on 
top of the package. The advantages of the ‘‘white spot’’ are so 
obvious, and retailers have been clamoring for it so long, thata 
manufacturer who neglects to provide it may automatically be con- 
sidered uninterested both in the problems of the retailer and the 
desire of the consumer for price information and speedy checkout. 
Let me quote on this subject from ‘‘Trade Practice Recommenda- 
tions for the Grocery Industry,’’ a booklet published by Grocery 
Manufacturers of America in cooperation with the major food re- 
tailer and wholesaler groups: ‘‘(The white spot) has such labor- 
saving advantages that decisions on what brand to stock are some- 
times influenced by the package with proper marketing facilities.’’ 
Needless to say, the package must be so constructed that it will 
not cave in, crack, or break with the price-marking stamp is ap- 
plied. 

Incidentally, the tops of bottles and jars are most suitable for 
price-marking—i.e., unless they are covered with printing. Manu- 
facturer codes or messages should never interfere with the 
‘‘white spot,’’ and code numbers should be inconspicuous so that 
it is impossible to confuse them with the price. Retailers appre- 
ciate a simple, understandable date code on perishable and semi- 
perishable products that will enable them to do a proper job of 
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rotation and selling foods at top quality. A code which requires 
the services of the FBI or CIA to break fools not only the cus- 
tomer and the retailer, but in the long run it can hardly serve the 
manufacturer’s best interests. 

The package must stack well on the shelves. It should stand 
without support and lend itself to attractive display. It should be 
designed realistically, with the dimensions of shelving and dis- 
play cases in mind. To the extent possible, packages should be of 
standard size. If the product is multiple-packaged, the pack 
should be strong enough to keep the individual packages together 
even under rough handling, and it must lend itself to easy shelf- 
stocking. Also, deposit bottles are high on the list of costly 
nuisances, 

A package should give all the necessary information, easy to 
read. Illustrations of the product, especially eye-catching pic- 
tures of the finished (cooked) product can add greatly to package 
appeal. The package should display the contents to best advantage. 
Does it make sense, for example, to place so much printing on a 
transparent package that the contents are hidden? This is not to 
overstate the case for pretty pictures. Basically, the super mar- 
ket operator is interested in selling and making a profit rather 
than running an art gallery (although some super markets have 
been known to hang and even sell paintings). 

In general, the modern package should reflect the image of the 
super market—convenience, value and care in the handling of 
food, i.e., keeping the contents fresh, sanitary, nutritious and ap- 
petizing. Package designers should keep in mind that packages 
are sometimes displayed with the ends or sides showing, not the 
face, 

The package should be large enough to adequately house the 
product, but no larger! Shelf space is hard to come by in a super 
market, and the operator resents packages which take up unnec- 
essary space—especially when he feels that the package has been 
so designed as to force him to give it additional shelf space. Em- 
phasis should be on reducing the package size, not building it up. 
A smaller package means more units on display and higher sales 
per square foot. 

As space allocation studies are becoming more widespread, 
and retailers are learning more about effective shelf space utili- 
zation, let the package designer think about the story of the waiter 
who served a $3.75 meal, was given a five dollar bill with the 
check, and brought the change in two pieces: a quarter and a dol- 
lar bill. The customer looked at the change, he looked at the 
waiter, and he pocketed the dollar and left the quarter on the plate 
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as his tip. The waiter took the quarter, smiled and told the diner, 
‘‘That’s all right, sir, I gambled and I lost.’’ A package designer 
inclined to gamble on the size of the package may find that it will 
not even get the reduced amount, as did the waiter. 

A few special words on a special problem—promotions, deals 
and premiums. I have already mentioned the need for multiple- 
unit packages to fit readily on super market shelves—and to stay 
together. Consumer premiums attached to merchandise are a 
problem to retailers. They are often stripped off the packages, 
particularly by children, leaving the packages unsaleable. Nor are 
the retailers any happier about many premiums contained inside 
the package. Too often, they substantially increase the weight or 
affect the size of the package, making for more difficulty in stock- 
ing. 

Price-off package deals can be very troublesome, They are 
acceptable only if the wording makes it crystal clear that the price 
as marked has already deducted the special reduction from the 
regular price. For example, ‘‘This Special Price ( ) Centsis 
15 Cents Less Than Regular Price’’ is greatly preferable to just 
**15 Cents Off’’; the latter practically invites customers to ask 
the checker to deduct 15 cents from the price as marked—which 
already reflects the special reduction. Such practices as printing 
**10 Cents Off’? in large type, with small type reading ‘‘on your 
next purchase,’’ or labels that say ‘‘25 Cents Refund’’ in large 
type, and in small type require complicated customer compliance 
are strongly discouraged. 


What Consumers Want in Packages 


One of the principal requirements of efficient movement is 
customer acceptance. Let us take a brief look, therefore, at the 
role of the package in satisfying the wants of the consumer. The 
comments which follow are based both on reportsfrom super mar- 
ket operators, the men in the market place, and on published con- 
sumer surveys conducted by various organizations. Interestingly 
enough (although perhaps not too surprisingly), many consumer 
desires and complaints parallel those of the super market opera- 
tor. 

The beauty of a package is accepted and appreciated, just like 
the music and air conditioning and all the other pleasant surround- 
ings in today’s super markets, but above all the consumer seems 
to want convenience and utility. On the whole super market oper- 
ators respect their customers as rational, intelligent people who 
cannot be hoodwinked by a package—at least not for long. 
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Consumers expect the package to protect the contents and keep 
them at their flavorful best. They want packages that are easy to 
open, easy to use and easy to close. They are less than happy 
with pry-off tops, set-in lids, cans that open with a key, packages 
that leak, deposit bottles, pouring spouts which don’t work or no 
spouts where they should be, ‘‘Press here to open’’ directions 
which seem entirely unrelated to the facts. 

Consumers want packages that will fit on the shelves of the 
average home and won’t topple over because of poor design. They 
want information on the package that will help them decide whether 
to purchase the product and, having purchased it, how to use it. 
This might include descriptive information of the contents, serving 
suggestions and number of servings, price (here is where the 
‘‘white spot’’ comes in again, and proper wording of ‘‘cents off’’ 
deals), instructions on cooking, storing and shelf life in the pan- 
try. Parenthetically, is the information legible and understandable 
and will the instructions be destroyed as soon as the package is 
opened? 

Consumers want honest value. They are not favorably im- 
pressed, for example, with misleading information as to the num- 
ber of servings in a package. And in the survey on ‘‘Food Pack- 
ages As Housewives See Them,’’ published recently by Sales 
Management, in a list of fourteen statements designed to probe a 
variety of consumer attitudes, the following drew the strongest 
agreement: ‘‘Wish manufacturers wouldn’t try to fool me by pack- 
ing a small amount of product in an over-size package.’’ The con- 
sumer may be sufficiently attracted by a package to purchase it, 
and the product itself may fully meet all expectations, but if the 
package seems deceptive or is a source of irritation while in use, 
the chances of a repeat purchase are surely diminished. 


Follow Super Market Operational Developments 


Let us assume that the manufacturer is already doing every- 
thing possible in the way of package construction and design and 
that his packages and shipping cartons meet all the requirements 
enumerated earlier. There is one more thing which the retailer 
would urge upon his manufacturer friend: Constantly keep in 
touch with operational developments at the super market, as well 
as with consumer wants and technological packaging advances. 

A number of leading retailers are using the tray pack method 
of stocking grocery shelves, which they consider a more satisfac- 
tory technique in many ways—in effecting time and labor savings, 
fast restocking during peak periods, full shelf appearance, reduced 
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breakage, cleaner shelves, improved rotation, and (given proper 
design) an opportunity for good point-of-sale advertising. 

In a nutshell, the tray pack method involves handling mer- 
chandise by the trayful instead of a handful. Top and bottom of the 
original shipping case (this would apply to a two-layer carton) 
are cut to form two trays, most commonly 1}" high, which are 
then used to move a full layer of packages at a time. Some ship- 
ping cartons feature inner trays ready to be taken out along with 
the contents. While there are still some questions as to just how 
widespread this practice will become, manufacturers and their 
package designers should closely follow developments in the use 
of this method. Just how will the tops and bottoms of the shipping 
cartons look when they have been cut off to form trays for the 
packages? Will the lip flash a crisp message for the product, in 
attractive colors, or will it be unintelligible gibberish—and half 
the time upside down? Will the lip cover up an important part of 
the package label? 

Not all products qualify for tray pack display. A product with 
turnover which justifies no more than, say, two facings will not 
automatically get four facings by being delivered in a carton suit- 
able for tray pack. Another key factor is the type of package— 
items susceptible to damage in cutting, such as cereals, cake 
mixes, soap and paper products, cannot be tray packed unless they 
have tear strips or some other safety device to protect the pack- 
ages. 

Earlier I spoke about the use of pallets. Pre-palletization 
from the manufacturing plant can mean savings in handling and 
reduced damage. A Midwestern super market operator recently 
cited the example of canned pineapple being palletized in Hawaii, 
loaded into freighters and later railroad cars, and delivered to 
his warehouse—all on the original pallets. More manufacturers, 
he urged, should look to palletized shipments as a means of cut- 
ting costs to themselves as well as their customers, Again, a 
need and a trend to be kept in mind by the shipping case designer. 

Another development in super market operations is the intro- 
duction, at long last, of multideck frozen food cases. Changes in 
display fixtures and equipment always deserve the attention of the 
package designer. 

And for my final example, I would just like to mention briefly 
that several manufacturers are working on an automated checkout 
which would electronically record prices and perhaps complete 
information on product movement. Adoption of such equipment 
could affect marketing methods. 


PACKAGING AND SUPER MARKETS 
Summary 


The package has played a significant role in the development 
of the super market and self-service in general. Super market 
operators recognize the tremendous contribution made by pack- 
aging, but too often they feel that the manufacturer and his pack- 
age designer ignore the needs and wants of the retailer and also 
of the consumer. 

The food retailer operates on a narrow margin. His costs of 
doing business are increasing, and so is the severity of competi- 
tion. He is continually looking for ways to cut expenses and re- 
duce waste. A package which adds to his cost or takes more space 
than is really needed does not build good will with the retailer, It 
does not create the incentive to give the product unstinted retailer 
support, 

Packaging is only one element of a good product, of course, but 
it is an important one. It could be the determining one, Just as 
you should never underestimate the power of a woman, so in to- 
day’s competitive market it is not wise to underestimate the depth 
of feeling of the retailer. 

Essentially, the interests of the manufacturer and the retailer 
are the same. To be sure, the manufacturer is concerned mainly 
with his own product, the retailer more with his over-all opera- 
tion. Nevertheless, their common interests far outweigh the 
areas of potential conflict. Super market operators ask manufac- 
turers to consider the retailer’s needs in planning a product and 
designing the package to help the retailer cut costs and preserve 
space; to follow operational developments; to take a look now and 
then at the product in a railroad car or truck, in a grocery ware- 
house and in a super market backroom as well as on the super 
market shelf. Food retailers are glad to work with manufacturers, 
individually and through their established trade associations, to 
further good product handling methods, 

My association, Super Market Institute, has taken part in many 
meetings with other trade groups. Our Information Service and 
library have been used by many individual manufacturers to study 
relevant industry recommendations and published literature. Our 
reports on industry trends are widely circulated and available to 
anyone concerned with efficient food distribution. 

I do not mean to give the impression that the fault lies always 
with the manufacturer. Retailers are fully aware of the need to 
educate their own employees on good materials handling methods— 
including the proper use of the white spot, the tear strip and the 
tray pack method. Efficient marketing is the responsibility of all 
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the elements involved—manufacturers, distributors, carriers, 
package designers, container companies, etc. 

Yes, efficient marketing requires the continuous and whole- 
hearted cooperation of everyone concerned, but the end result is 
worth the effort: greater consumer value, greater customer 
satisfaction, and increased sales, at a profit—in the words of the 
SMI motto, ‘‘more for all.’’ 
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32. MARKETING — A NEW 
FRONTIER FOR DESIGNERS 


Robert S. Dickens* 


Packaging is coming into its own as a weapon of market- 
ing. Packaging means many things to many people. The 
retailer, advertising agency, client, and consumer all de- 
sire different attributes in a package. Designing a package 
to satisfy all these people requires considerable research 
and ingenuity on the part of the designer. 


ABELING marketing a new frontier by no means indicates that 
designers woke up yesterday morning and found marketing at 
the foot of the bed. We have beenconcerned in marketing functions 
for almost all of our professional lives in plotting package design 
programs. The newness does come, however, from the need today 
of immersing deep into the marketing pool, making a painstaking 
investigation of each individual marketing function to learn how it 
influences or must be influenced by the package. 

In fact, just looking backwards a few years might more clearly 
define the more involved role played by today’s package designer. 
Yesterday the retailer was our prime target since he operated 
under a service concept and helped sell the product to the con- 
sumer. Yesterday, too, there was no real awareness of a total 
image conveyed by a product as it emerged from the production 
rooms and entered the avenues of distribution. Nor were we too 
concerned with what happened to the package once it entered the 
home. Naturally, the appearance of a package in advertising was 
an important consideration but confined narrowly to printed matter 
Only, In reality, our world was marvelously simple, staying that 
way until self-service, television, and overwhelming competition 
came into play. 

Now the modern designer finds himself fighting on a very bru- 
tal new frontier in which the package must be many things to many 
different people. He is surrounded by pressures—from the retailer 


*Robert S. Dickens, President, Dickens, Inc. 
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who demands convenience in shipping containers, package sizes, 
price marking areas and, in some instances, stronger materials— 
he is pressured by the ad agency for a package which will project 
equally well in printed ads and on television commercials—he is 
pressured by the client who visualizes a new design, new shape 
as the quick solution to a falling sales curve—and he is pressured 
by the housewife who wants easier methods of opening, or design 
to fit a certain decor, or a container that has a built-in after use. 

Does the designer bow low to each and every pressure group 
promising to come up with an adequate solution to meet all needs? 
Certainly not. If he did this, there would never be a package—just 
a long series of variations. Instead, the designer drops his pen- 
cils and brushes, heading out into the marketplace to study the 
total problem in depth. He cannot, must not, succumb to any one 
pressure but objectively collect as much information as possible 
about each marketing area. Only when he has all the facts can the 
designer sit down and correlate the information, assembling 
packaging needs in order of their importance to the total market- 
ing picture. 

Gathering this type of information brings the designer to every 
area wherein the package makes an appearance. He may begin 
his investigation with raw material sources, then follow these to 
the processing plant—study in-plant production methods—available 
packaging machinery—shipping materials—shipping methods— 
warehousing—transportation. He will even go back into the his- 
tory of a company—question its executives, jobbers, brokers—un- 
til the most complete possible profile on the product itself is as- 
sembled. 

His next step will be at the point of retailing, checking to find 
how the product arrives at the store—how the case is opened— 
stamped, placed on the shelves—what methods are used in stacking 
—facings—department placing—rotation—investation—size adapta- 
bility vs. retailers space, and types of floor displays in which the 
product is featured. 

His investigation will bring long conferences with the adver- 
tising agency to see what plans are being made to promote the 
product—what types of media will be used—and even a study of 
proposed point-or-purchase material. He will study the con- 
sumer’s needs, finding where the product will be stored in the 
home, how it is used, how long it takes before all product is con- 
sumed. 

He will totally investigate competition at all levels: national, 
regional and local, checking into colors, graphics, materials and 
shapes in order to deftly detour any patterns of sameness in his 
final solution. 
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While all this is going on—and still without the first rough 
sketch—the designer must thoroughly study new materials—new 
methods that might be applicable to the product’s package. And he 
must help make the decision as to whether applying a new con- 
tainer concept would be feasible from the standpoint of investing 
in new machinery or revamping present equipment. 

When design is finally underway and undergoes all the intricate 
steps necessary before final acceptance, there is still a long road 
to travel prior to actual distribution of the new package. Usually 
a number of samples undergo test marketing in an effort to work 
out negatives that have been overlooked. Testing is often con- 
ducted with various tachistoscopic devices, to measure certain 
areas of a given package. Or this type of research might be com- 
bined with psychological testing with consumer groups or individ- 
uals. Research itself has broadened considerably for the designer 
and some design firms have already set up separate operations 
within their firms to handle the simpler methods. 

When all of testing is completed, then the designer must follow 
through on reproduction—not only maintaining constant quality 
checks on the processes used, but originally utilizing his skill to 
assure the employment of the best method from an economic 
standpoint, 

Design today takes the designer to many places. We have been 
in salt mines, lumber yards, factories—in warehouses—on ships— 
and prowling freight yards. We have built our own prototype su- 
permarket—constructed special testing devices and taken thou- 
sands of slides to help in effecting better designs for better pack- 
ages, 

Our methods in many instances have been originally home- 
grown, inaugurated to help search out facts in questionable areas 
where no information was readily available. We have made ex- 
haustive studies of store lighting to discover the medium type of 
light under which a product will ultimately function. In designing 
for a refrigerated product, we find out where that product is 
mostly seen. The refrigeration industry has made rapid strides, 
brought out many new models of equipment and unless we know the 
type of case that will display the item in the majority of instances, 
our design could be entirely out of focus. 

We must know, too, who is buying the product and who she is 
buying it for. It may be purchased for the husband by the house- 
wife, requiring a design that will appeal to her, yet at the same 
time, be male enough for her to believe it will be used by her 
husband. It may be a product the man buys for the woman, re- 
versing the previous logic. Or it may be something for the woman 
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herself—her children—or for the whole family. In each of those 
circumstances, the treatment must be tailored to the psychological 
needs of both buyer and user. 

Being absolutely sure of the shelf on which an item is dis- 
played can mean a great deal to the design. If a product is gen- 
erally found at eye level, it must be designed to perform ade- 
quately at that level. If it is usually on the middle or lower 
shelves, an entirely different approach might be used. 

Packaging is coming into its own as one of the strongest wea- 
pons in the arsenal of marketing. Progressive companies have 
realized this and are Cashing in on its tremendous potential. 
While much remains to be done, we are headed in a very positive 
direction—toward greater marketing success. 
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33. THE PACKAGING DIRECTOR 


Fred T. Pickerell* 


Due to the dominant role packaging plays in marketing to- 
day, firms should strongly consider adding a director of 
packaging to their staffs. The packaging director as well 
as the advertising director should be included early in the 
development of a new package. The procedures necessary 
to develop a new package require considerable thought, 
search, discussion, money, and—most of all—time. 


O marketer can deny the role that packaging has taken in to- 

day’s merchandising efforts, nor of its place in the economy. 
One has only to remember such promotions as Gillette Safety 
Razor, Stripe Tooth Paste, Minute Maid Orange Juice or any of 
the Christmas whiskey decanters to be aware of the multiple 
functions of protection, convenience, display and attraction the 
modern container has taken onto itself. We all know that the tre- 
mendous frozen food industry and the growing aerosol industry are 
possible only because of new packaging materials and techniques. 
The luxury cosmetic market that has contributed so wonderfully 
to the beauty and well being of the American woman and to the 
profits of many large companies is a direct result of good pack- 
aging. 

But the full benefits of packaging can be obtained only if it is 
used carefully and intelligently. The contribution of good packag- 
ing to the success of a merchandising operation is as easy to find 
on the shelves of our markets as are the examples of products 
doomed to failure because of the haphazard way they are pre- 
sented to the buying public. As in all forms of competition today 
the race does not go necessarily to the swift but rather to the 
thoughtful planner who has carefully evaluated his course and pro- 
gram before the starting gun sounded. Because I believe this so 
completely I bring to you my plea that you include your packaging 
developer in your earliest considerations of a new product or a 
new market, whether he be in your own organization or is brought 
in from the outside. 


*Fred T. Pickerell, Director of Packaging, Rexall Drug Company. 
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All too often we are invited to discuss the packaging of a new 
product after all other plans have been completed. We are told 
the marketing category we are to fit into. We are generally given 
a pretty firm idea of how much money we can spend. And we are 
given a target date that eliminates consideration of anything but a 
new version of the same old tired packaging forms. Our job could 
be done by any casual flipper of manufacturers catalogues and de- 
vote Caslon Bold type with Italics for emphasis, On the other 
hand, I have seen the suggestions of the packaging man result in a 
complete change of merchandising plans. I have seen good pack- 
aging open up entirely new markets and I’ve seen it upgrade prod- 
ucts to a higher price level—or show economics that made mass 
marketing possible. Packaging is every bit as important to the 
success of your product as advertising, and it can mean as much 
of an investment. Most of you have learned to bring the agency 
men into your earliest plans—try bringing your packaging man in 
just as early. 

I think most marketers are convinced that we package design- 
ers do our work between the 7th and 8th races at Santa Anita, 
which is why it takes so long to produce a new container. I assure 
you this kind of development work doesn’t pay enough to support 
the ponies! So let me take you along some of the steps involved in 
the right way to bring about the container that is going to put your 
product into every home in America. 


Stages of Developing a New Package 


I believe the logical stages of developing a new package can be 
outlined as in Table 1. At the first preliminary discussions about 
the new product, your packaging man is going to be very interested 
in learning as much as he possibly can about your real objectives 
—what you hope to accomplish with this product—what pricing 
areas and segments of the market you are aiming at. Do you want 
to stress the luxury aspect? Or is economy your theme? What 
age levels do you think will be your best bet? What will be your 
normal outlets? How well do you plan to back it up with advertis- 
ing and point of purchase promotions? He will also want to know 
as much as possible about your anticipated competition and how 
you hope to meet it. And, most important, what volume do you 
anticipate this year—and hope for next year? If you don’t believe 
in the future of this product we shouldn’t be going into it at all. So 
let us take advantage now of the things we can accomplish with the 
volume we are going to help you get two years from now. The dif- 
ference between the cost of an 8 cavity mold and a 12 cavity mold, 
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TABLE I. Stages of Developing a New Package 


: Preliminary Discussion, 
Outline of basic objectives. 
General selling price area. 
Information about competition. 
Volume expected. 


II Initial Investigation and Development. 
Packaging Department Plan of Action. 
Consultation with Outside Sources. 
Consultants. 
Suppliers. 
Relations with Trade Associations. 
Preparation of Presentation to Marketers. 


First Presentation. 
Selection of Most Promising Ideas for Further Study. 
Suggestions for Refinement of Ideas. 
Market Testing and Research Consideration. 


IV Detailed Development of Best Ideas. 
Specific Costs Developed. 
Investigation of Final Manufacturing and Production 
Considerations. 
Laboratory Tests. 
Exact Time Factors Involved. 


Final Selection. 
By Marketing and Management. 


VI Final Development. 
Specifications, 
Finished Art. 
Follow-through. 


in the injection molding of plastics, is about $2,000. But the dif- 
ference in unit price can be $10 or $13 per thousand units. 

Armed with this information your development man will sit 
down with his entire background or, if he is fortunate enough, with 
his staff, and plan a course of action. I am probably going to sur- 
prise many of you here, but his plan of action will almost always 
include consultation with others. He may want to call on an in- 
dustrial or package design counselor; he may go to some of your 
regular suppliers for their specific knowledge; here is where his 
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active membership in trade associations often pays off. No pack- 
aging director worth the title believes he has all of the knowledge, 
skill or creativity to evolve the best, all by himself. Whatever his 
course, trust him to explore all of his sources of potent ideas 
without endangering your plans. Most of us in the packaging fra- 
ternity have learned the value of the free exchange of ideas that 
can only result from complete respect for each other’s integrity. 

From all of these considerations he will gradually develop 
from three to six ideas worth further investigation. He will have a 
pretty good knowledge of the costs involved in each and the manu- 
facturing and production problems each is liable to encounter. If 
he has doubts about product or package stability or compatability 
he will have already started laboratory tests. He will have ac- 
quired models where practical, or samples or sketches. Often he 
will have accumulated competitive products. He will even be 
starting to plan a little show for his presentation. 

Perhaps, as I detail these steps, you will begin to understand 
why so much time is required even for this part of the presenta- 
tion. The preliminary steps often require even more thorough in- 
vestigation and discussion that the finalization. Almost never will 
one medium answer all of the problems, so the relationship of the 
various media to each other must also be considered. A glass 
bottle is still sealed, for the most part, with a metal or plastic 
closure. Seldom are plastic containers sealed with the same kind 
of plastic. Before a package can be presented the designer must 
be reasonably sure of the relationship of the basic container to the 
closure, of both of those items to the product, and of all of them to 
the method of labeling, cartoning and shipping. And your package 
designer is reluctant to show you even preliminary ideas until he 
is reasonably sure of these aspects. 

As soon as he possibly can, though, he will want to present 
these ideas to you, preferably at a full session that will include 
the merchandisers, the advertising people and research elements 
you may have at your disposal. He does not hope for, or even 
want, a final decision at this meeting. He does hope that further 
consideration will be narrowed down to two or three choices which 
can be more thoroughly investigated. This is the time for you, the 
merchandiser, top management, the people from the agency, who- 
ever has a voice—to use it. Criticism now is a virtue. Later, it 
will only foul up the works. 

This is the time also to consider a little known service the 
package developer can often render. Any significant departure 
from the traditional in packaging should be very carefully eval- 
uated before it is made available to a remarkably unpredictable 
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public. What seems wonderful to a small group can fall com- 
pletely flat in the market. A number of years ago, in the East, 
after a new product failed really spectacularly, the man responsi- 
ble for the final design was forced to admit that, in the rush to get 
the work done, he had researched the proposed package design on 
a statistical sample of one—his wife. This conference has been 
devoted largely to a consideration of marketing research methods 
and some of the lessons learned here should certainly be applied 
to the evaluation of new packaging. 

The problem is that a completely new container will generally 
involve an investment of $10,000 or more in molds, tools, dies, 
printing plates and such before any manufacturing can begin. How- 
ever, in almost every case we are talking about multiple molds, 
or dies, or plates. It is common practice to make only one seg- 
ment of the overall tool until the original mistakes have been cor- 
rected and the final details are completed. At this point only a 
few hundred dollars are invested so if the idea is dropped there is 
no great loss involved. Most manufacturers are reluctant to pro- 
duce more than experimental quantities from these sample sec- 
tions but they can be talked into making up to a thousand pieces 
or so, which is generally enough for a fairly thorough research 
program. Similarly, labels and even cartons can be produced in 
small quantities at a reasonable investment. If you have allowed 
yourself enough time for a market or consumer study, avail your- 
selves of this opportunity to use fairly complete versions of the 
hoped for final package. 

While you are studying the reaction of your consumers to the 
packages under consideration your designer will be developing the 
information you will need to make a final decision. Specific and 
detailed unit costs and tool investments will be obtained. The pos- 
sible need for, and cost of, new or modified equipment in your 
plant will be carefully detailed. The problems of the manufactur - 
ers of the components and your own production elements will be 
thoroughly evaluated and, where necessary, coordinated. Labora- 
tory tests will be analyzed. And an outline of the actual time re- 
quired to complete each idea under consideration will be prepared. 

Then, presumably, a final decision will be made by the market- 
er, or top management, or somebody. I am deliberately avoiding 
the situation that so often results from the statement made at this 
meeting, usually by a vice president, that starts: ‘*These ideas 
are really wonderful, but why don’t we. ..’’ It’s easy, you just 
go back to Section I, Part Bin your original outline of action and 
start all over again. 

When management has given its final go-ahead, we generally 
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encounter our worst problem—impatience. This is a normal re- 
action, You have sweated this thing out with us for weeks, maybe 
even months. You’ve made your decision. Now you want to get 
going. It is only human to be impatient now. But we have to con- 
tinue to work with inhuman schedules and considerations. I did 
some checking yesterday. The plastics industry is now quoting an 
average of 16 weeks to make molds. Glass makers require 8 
weeks, Printing plate engravers feel they are entitled to at least 
4 weeks, And so it goes. These are things that cannot be changed 
or even altered very much. Any attempt to force us into the im- 
possible now will just give both of us ulcers and possibly result in 
a final product below the expectations of all of us. 

For now the packaging expert starts to earn his keep in a dif- 
ferent way. Now comes the detailed work that none of us enjoy. In 
a good organization the Purchasing Department takes over and will 
do most of the rest of the work. But the exact specifications, 
preparation and approval of final art and the step-by-step checking 
of all of the components as they are developed is the responsibility 
of the packaging director. I have no case for the packager whose 
final result is not up to his, or his management’s expectations be- 
cause someone goofed. Not until the package is in the markets and 
selling at a rate greater than you expected is his job finished. 

In closing I would like to leave a word with those of you who are 
marketing a significant number of consumer products, but who do 
not as yet have a director of packaging on your staff. With all due 
respect to my friends whose excellent services are available on a 
contract or retainer basis, I urge you to consider the benefits of 
having a man or a section in your own organization devoted to the 
success of your packaging and thus to the success of your market- 
ing operation. I, like most other ‘‘captive’’ packaging experts, be- 
lieve wholeheartedly in the role and function of the industrial or 
packaging consultant. I am, in fact, urging my company to retain 
such an organization. But I believe any company which will ac- 
knowledge the dominant role played by packaging in today’s mar- 
ket will admit that the administration of the packaging operation 
is a full time job. And I believe my colleagues in the consulting 
field will agree with me. 


Part Four 


COORDINATION THROUGH CONTROL 
— CONTROLLABLE VARIABLES 


B. The Role of Advertising 
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34. MARKETING EXPENDITURES: 
THE STAFF OF PRODUCT 
LIFE 


A. C. Nielsen, Jr.* 


As other forms of business activity have been equalized 
through legislation, marketing has emerged as the dynamic 
force through which creativity and freedom of choice can 
be exercised. Thus, managements have an increased inter- 
est inand dependence on marketing. Being in this position, 
marketing men must be certain of their techniques and 
continually study and analyze their marketing programs 
through controlled experimentation. 


N considering the broad subject of marketing expenditures as 
being the staff of product life, it occurs to me that the title of 
my talk might well be an understatement. I say this because today 
a product without a marketing plan is no product at all in the sense 
of being a commodity which is in a position to compete for a share 
of the consumer’s dollar. 

This wasn’t always true, of course. In former years, most 
manufacturers of consumer products were supplying necessities 
which consumers required year in and year out. As a result, sales 
trends were reasonably stable from year to year—and usually it 
was only those manufacturers in the luxury class who experienced 
highly volatile sales swings. The big challenge to increased prof- 
its then was production efficiency; efforts were concentrated on 
the task of making it better for less—and we know that the goal 
was reached with legendary success. 

Today, the situation has drastically changed. This is not to 
imply that production is no longer important. On the contrary, 
production men can take pride in their accomplishment. The job 
they did was a catalyst in our upward-spiralling standard of liv- 
ing—our upward trend in family income—and a flood of consumer 
products, many of which were undreamed of a few years ago. 


*A. C. Nielsen, Jr., President, A. C. Nielsen Company. 
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But, as we all know, this flood of new products has not been 
without its problems! With nearly one family in five having an 
annual income of $10,000 plus, discretionary income is at an all- 
time high, and the typical consumer is now able to pick and choose 
far more freely—and far more frequently—than in the past. The 
result, of course, is intense competition, which has brought mar- 
keting to the forefront of business activity. Why? Because mar- 
keting is the dynamic force in business which can actively influ- 
ence the consumer’s free choice from among the thousands of 
products offering some form of buyer satisfaction. 

It is the dynamic force because we have all seen the trend in 
legislation which has tended to equalize other forms of business 
activity. New product development is equalized because patent 
protection does not build the protective wall it once did. Protec- 
tion and price tend to be equalized because, among other things, 
antitrust laws discourage single control of product, from raw ma- 
terial through distribution. Even equalized transportation rates 
remove many of the cost savings of having a plant located adjacent 
to one’s market. 

I point to these developments, not to pass. judgment, but simply 
as examples illustrating why the marketing function remains as 
one of the few business activities where real creativity and free- 
dom of choice can be exercised by the corporate executive. An 
ever-increasing number of the most outstanding product and profit 
successes are due to greater competitive efficiency of marketing. 
This leads naturally to a collective marketing budget which grows 
steadily larger. Today, it is measured in terms of billions. In 
just one of its phases—broadcasting—we see an expenditure of 
about a quarter of a million dollars per hour around the clock, all 
year long. 

This trend has not gone unnoticed by business leaders, many of 
whom progressed to the top of their firms through the manufactur - 
ing, financial or legal divisions of the business. They may not be 
intimately acquainted with the marketing side of their business, 
but they realize its importance nevertheless. We find them asking 
such questions as: 


1. Where are the opportunities for the successful use of 
marketing to enhance profits? 

2. Which of the various sales promotional tools will do 
the best job for my products? 

3. How can the various marketing tools I use be im- 

proved? 
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4. How can my ever-increasing marketing costs be 
lowered in relation to results? 

5. How can marketing results be more accurately deter- 
mined and predicted? 


What answers can marketing practitioners and researchers 
given them? I would suggest that our answers today might proper- 
ly be along the following lines. Note, please, that I have said to- 
day. It is important, I think, to distinguish clearly between the 
techniques which can produce reliable results today and those of a 
more advanced yet experimental nature. While we surely have a 
responsibility for advancing our professional techniques, I would 
suggest that we have an even greater responsibility not to advo- 
cate the use of techniques until we are certain that they are com- 
mercially reliable and fully proven. Otherwise, there is a risk 
that we may be doing irreparable damage to valuable commercial 
enterprises built up at great cost and effort. 


Determining What Products to Make 


The opportunity for profit in marketing today lies where it has 
always been: in a thorough knowledge of potential buyers’ needs 

. in creating a product which achieves the proper balance be- 
tween quality and price. While not discounting or overlooking the 
intuitive faculty in this process, I must say that gaining this knowl- 
edge is a slow and painstaking process for most of us. And so, 
we have witnessed the development of effective intelligence sys- 
tems for reporting the activities of consumers—what types of 
product and package they prefer, and what type of promotion they 
respond to—all indicated by what products they actually buy. We 
see these intelligence systems augmented by other systems for 
finding out what the consumer thinks or, hopefully, finding out 
what he might think tomorrow. 

Armed with the results of these intelligence systems, manage- 
ment need not speculate as to what its customers want. Asa re- 
sult, management is brought closer to its consuming public ina 
distribution complex which otherwise tends to drive the two fur- 
ther apart. 

The cost of maintaining such marketing intelligence systems is 
nominal as a percentage of sales. This is true because in recent 
years, reliable methods have been developed for gathering sales 
and other vital marketing information from relatively small sam- 
ples or cross sections of the universe being studied. The alter- 
natives to such operating knowledge, as an increasing number of 
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marketers realize, are the roads back to overproduction of a mar- 
ket, tying up unproductive capital in excessive plant and equip- 
ment, disastrous price cutting which erases profits and lost op- 
portunities for increased sales and earnings. 


How Do We Sell the New Product? 


Assuming that a decision has been made regarding what prod- 
ucts to make, the next question deals with how best to sell them. 
Here, it is important to draw upon the best judgment of the com- 
pany’s executives as well as its advertising agency. Here is where 
creative ideas, combined with practical marketing experience, pay 
large dividends. After an appropriate airing of various alterna- 
tives, two or three plans might be selected which appear most 
promising. Each of the alternative marketing programs can then 
be subjected simultaneously to the vigors of the market place un- 
der controlled experimental conditions. Small scale models can 
be set up in perhaps two to four test markets. For example, we 
might take two markets and test Plan A, simultaneously testing 
Plan B in two additional and similar markets. Each plan should 
be comprehensive, embracing advertising, merchandising and 
sales support—a blueprint which simulates as nearly as possible 
the marketing program contemplated for the company’s entire 
marketing area. This test marketing procedure is a good exam- 
ple of how techniques of research have been refined on a sound 
basis taking a page from the book of production and product de- 
velopment techniques which have proved so successful in the past. 

We have all seen examples of great factories erected to pro- 
duce tremendous quantities of a product which was first produced 
in small quantities, perhaps in laboratory test tubes. The men 
who built the factory did so because they had confidence in the 
ability of the chemists and engineers to reproduce the same re- 
sults on a large scale as they had seen produced on a small scale 
in a laboratory under controlled conditions, Today, the technique 
of test marketing is earning the same degree of confidence, How- 
ever, I very much doubt whether we have, at least at this point, the 
tools to measure the sales effectiveness of the various compo- 
nents. They are too many in number, and subject to too many ex- 
ternal influences, all of which are unfortunately inextricably inter- 
woven, 

Nevertheless, the sales results of a total marketing program 
can be measured by the test marketing route, by creating a mar- 
ket in miniature. And, if the test results show, for example, that 
Plan A develops a significant increase in sales, competitive share 


i 

LX UM | 


MARKETING EXPENDITURES 323 
of market and profits compared to Plan B, we can be confident 
that A will give us a greater return on our investment over a pe- 
riod of time. 

I would caution you, however, that these testing techniques de- 
serve adequate time. Short cuts can lead to misleading answers 
to questions which most often involve large sums of money, and so 
tests must proceed carefully and deliberately. I would caution you 
further that test marketing must be carefully supplemented with 
consumer reactions which are best obtained by personal or auto- 
mated interviewing methods, 


How Much for Marketing Expenditures ? 


Having decided on the best marketing mix for the product, 
there still remains the question of how much money we can afford 
to spend. If our test program produced acceptable sales results 
at one level of expenditure, how do we know it might not work even 
better if we intensify the program and spend more? This question 
of how much to spend on an over-all marketing program is un- 
doubtedly one of the most difficult questions facing profit-con- 
scious executives, 

Here again, research follows the scientific procedure of set- 
ting up a series of controlled experiments in limited test areas, 
Within these test areas, the ratio of marketing expenses to sales 
can be varied. At the same time, it is possible to determine the 
sales effect of altering price or profit margins allowed to the 
trade. Arrangements are simply made to measure the consumer 
sales obtained in both units and dollars at the varying spending 
levels. Considerable accuracy must be obtained by the measuring 
procedure, because here again we will want to expand the data ob- 
tained in these small areas to our entire marketing area. Once 
again I would caution that haste makes waste. 

With this experimental data at hand, revealing the total unit 
sales which could be anticipated at various rates of spending, it is 
then possible to determine with reasonable accuracy which com- 
bination will yield the greatest return on the investment. 

The gradual improvement over the years in the reliability of 
this particular marketing research tool has made possible a whole 
new theory of business management. It has been called the Invest- 
ment Spending Theory. The practical application of this theory is 
one of the factors which has led to the phenomenal success en- 
joyed by many of its practitioners. 

Since, as I have said, it is nowpossible to predict sales through 
controlled marketing experimentation, the business executive is 
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able to calculate approximately how long it will take a pre-invest- 
ment in a consumer franchise to pay out. And, once satisfied 
that his program will ultimately succeed, he no longer hesitates to 
invest adequately in marketing activities because they no longer 
appear to be completely intangible. 

Of course, the investment spending concept may well result in 
marketing expenditures which exceed total revenue. Yet, the 
benefit of the investment spending theory to the manufacturer of a 
thoroughly tested new product is the assurance that he can ulti- 
mately attain required volume. This permits him at the outset to 
build an economical factory or assembly line, one which will be 
neither too big nor too small, and consequently one which will pro- 
duce all the required units at the lowest possible cost. 

With sales volume large, with plant capacity fully utilized, ob- 
vious benefits accrue, such as: 


1. Ability to reduce price below that of competitors. 

2. Wider profit margins. 

3. An adequate marketing budget which not only helps 
achieve still larger volume, but which in turn helps 
insulate and protect the business from aggressive 
competition. 


How Can the Efficiency of Marketing Expenditures 
Be Increased Still Further? 


So far as I am able to judge, the answer to this question would 
seem to require the careful attention and study of each of the 
various components which we have elected to incorporate into our 
total marketing program. There may be a great number of com- 
ponents, or only a few; each deserves our best study. 

For example, if we are using television, we should seek to 
learn as much as possible about the characteristics of the medium 
itself. What are the best days of the week and the best hours of 
the day to reach our prospects? What type of program appeals to 
our best prospects: a mystery? a general drama? perhaps a 
western? Of the available programs, which reaches them at the 
lowest cost? With what frequency should we attempt to talk to 
people about our products? Once a week or daily? Similar ques- 
tions will come to mind in regard to the other important media. 

In the same way, time needs to be devoted to the study of the 
various other components of the marketing plan. A constant ef- 
fort must be made to see that they, too, are used more efficiently. 
For example, if we are promoting our products through the use of 


| 
| 


E 


MARKETING EXPENDITURES 325 
coupons, we would do well to determine the relative merits of dif- 
ferent distribution methods, such as newspapers, magazines, or 
direct mail. If we should elect direct mail, then what type of mail- 
ing list produces the best results: one which provides individual 
names and addresses, or a less expensive list addressed to the 
address only? When the mailing has been accomplished, what 
parts of a town respond best—the middle income, suburban, or 
downtown districts? How many units can we sell with a 5¢ coupon 
vs. a 7¢ coupon? All these are important considerations and all 
lend themselves to measurement, analysis, and refinement, 

What I am suggesting here is the careful, systematic study and 
analysis of the various components which make up the total mar- 
keting effort. Not just a study of our own efforts, but those of our 
competitors as well. Through this process, the executive knowl- 
edge and skill possessed by a company will gradually increase— 
and this increased knowledge will surely be brought to bear in the 
formulation of more effective programs. 

Based on results we have had an opportunity to observe, the 
greatest assurance of profits would appear to come from a pro- 
gram which includes: 


1. An effective marketing intelligence system which 
keeps management constantly in touch with consumer 
demand, 


2. A carefully administered program of controlled ex- 
perimentation in which two or more plans are eval- 
uated for their relative contribution to volume, sales 
share and ultimate profit. 


3. With the most effective program decided upon, a con- 
tinuing series of controlled experiments to determine 
the optimum level of marketing expenditure. 


4. A continuous study and analysis of the various com- 
ponents which make up the marketing program. 


To say that marketing is a series of intangibles is, I would 
suggest, old-fashioned. Too much progress has been made in the 
area of controlled experimentation. While much progress is yet 
to come in the area of reducing marketing to a science, we can 
point to the very real progress that has been made to date. We 
have seen refined techniques applied to marketing problems with 
gratifying results, and continuing this progress is the challenge of 
the future. 


35. APPROACHES TO DETERMINING 
THE ADVERTISING 
APPROPRIATION 


Albert W. Frey* 


Due to the many factors that influence advertising, its ap- 
propriation determination is difficult. Fundamental to the 
appropriation is the determination of what is included in 
advertising, advertising's influence on purchases, company 
objectives, segments of the market, the advertising oppor- 
tunity, the force of advertising relative to other marketing 
factors, and relevant information. The research-objective 
approach is being increasingly used and future attempts to 
improve appropriation determination will be through re- 
finements of this method. 


OR many years the advertising appropriation has been a fre- 

quent topic on programs like this as well as a subject for 
many paper articles. Recently it has been receiving increased at- 
tention, The reasons are several. 

One is that the marketing function has become more important 
in business activity, and advertising, as a marketing component, 
must share the burden of making the dollars allotted to marketing 
as productive as possible. And while the percentage of sales dol- 
lars spent for advertising may not have changed significantly, the 
absolute volume of such dollars has increased greatly for most 
companies, and has thus served to attract greater attention from 
top management, Legislators and shareholders have been taking 
increased interest in the size of appropriations of individual ad- 
vertisers, There is also some evidence of general public interest. 
In this connection, I think perhaps too little notice has been given 
to the importance of sound appropriation determination in meeting 
the uncomfortably numerous attacks on advertising as a social and 


*Albert W. Frey, Professor, University of Pittsburg. 
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economic phenomenon. If we are to answer successfully the ac- 
cusation that in general too much is being spent for advertising, 
we would do well, it seems to me, to be able to defend, better than 
we often can, the specific amounts that we as individual advertis- 
ers are spending. Some of the attacks on advertising would prob- 
ably be much more virulent than they are if the attackers were 
aware of the loose manner in which many appropriations are de- 
termined. Still another reason for more attention to approaches 
to appropriation determination is the introduction and development 
of certain mathematical procedures that hopefully will be helpful 
in optimizing expenditures. 

One of the obstacles to doing a better job than we have done in 
deciding the right dollar expenditure for advertising is our too 
common attitude that there must be one best way to do so, equally 
applicable to all situations, and that until somebody —somebody 
else—comes up with that one best way, the prevailing degree of 
hunch, guesswork, and intuition involved in this decision must be 
accepted as inevitable. 

Probably the one thing everybody concerned with this problem 
can agree upon is its complexity and difficulty. Unfortunately 
some of us spend more time stressing the complexity and difficulty 
than in trying to do something about it. Too frequently we com- 
fortably rationalize our ineptitude by hiding behind some such 
phrases as, ‘*Yes, I know half of our advertising dollars are 
wasted but I can’t determine which half’’ and ‘‘We spend what we 
do because we can’t justify more and we don’t dare to spend less.’’ 
It’s interesting, too, that the implication of these a similar state- 
ments is often that appropriations are too large. Appropriations 
can be too small. Too few advertising dollars can be as wasteful 
as too many. 


Why is the Determination of the Optimum 
Advertising Appropriation Usually 
Difficult? 


Obviously it is because of our inability to predict precisely 
what the effect of an given expenditure will be. Past and current 
conditions are seldom exactly duplicated in the future. But we 
must accept the fact that we will never be able to forecast results 
precisely, and be content with striving to improve our marksman- 
ship as much as possible. 

One important source of the difficulty, as has been pointed out 
many times, is the presence of numerous other influences than ad- 
vertising on sales (or purchases), Certain external influences 
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affecting the marketing opportunity—notably competition and mar- 
ket conditions—are beyond the control of the advertiser, Others— 
product, price, and promotion—he can control and attempt to mix 
in a manner that will best fit his total marketing effort to oppor- 
tunity. Within the promotion influence itself there is still another 
mix—personal selling, advertising, sales promotion, and publicity 
—which calls for proper blending. Even within the single adver- 
tising element, there is the mix of quantitative and qualitative. 
There are usually many media and schedule possibilities. Poor 
advertisement content and presentation will limit the effectiveness 
of advertising dollars just as good content and presentation will 
increase them. 

The obstacles presented by these various mixes of purchase 
influences call for no elaboration. Anyone who has tried to obtain 
a completely satisfactory measurement of the effectiveness of past 
advertising expenditures—let alone a prediction of the effective- 
ness of future expenditures—is well aware of them. Not only is it 
frequently frustrating to attempt to separate advertising’s influ- 
ence from that of other marketing elements; equally baffling can 
be efforts to separate the impact of past advertising from current, 
The elasticity of advertising is not constant for all levels of ex- 
penditures at any point of time nor from year to year for the same 
expenditure. It varies with such factors as buying behavior, the 
life cycle of the product, general business conditions, competitive 
activity both intra-and inter-industry, the interaction among the 
mix elements, and so on. 

Before discussing approaches to solving the appropriation 
problem—ways of attempting to cope with the difficulties involved— 
let me suggest certain essentials in any adequate approach. But 
first, let’s differentiate between appropriation and budget. I take 
appropriation to mean the dollar figure representing the proposed 
total of all advertising expenditures for some specific period, 
usually one year. Budget, for present purposes, refers to the 
blueprint of how advertising dollars are to be spent, by various 
breakdowns—certainly by time periods (months as a rule) and 
perhaps by media, by geographical or other market segments, and 
so on. The budget shows, in dollars, how much advertising activi- 
ty is to be carried on ‘‘when’’ and ‘‘where.’’ 

Most approaches aim to establish the appropriation first and 
then break it down into the budget. Some are designed to arrive at 
the appropriation by an assembly procedure, arriving at the ap- 
propriation through the budget-building process, There is some- 
thing to be said for both of these methods—perhaps there is some- 
thing to be gained by trying both. 
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The Essentials for Advertising Appropriation 


Now to describe the essentials—One is, of course, a recogni- 
tion of the mix of influences on purchases, as just mentioned. 
Even when advertising can be reasonably treated as the only, or 
the major, variable influence on purchases, other elements, both 
marketing and non-marketing, cannot be ignored for their cost 
implications. Sales can be unprofitably increased by advertising. 
And more or less fixed as the other influences may seem to be, 
the possibility of substituting advertising effort for them, at least 
in part, should be continually investigated. 

Another essential is prior determination of the specific items 
to be included in the advertising category. Companies differ in 
their practices here. While there is general agreement on what 
constitutes administrative costs and production costs, certain 
items in the general category of space and time (or media)—sam- 
ples, window displays, and catalog pages, for example—are sub- 
ject to variations in treatment by different advertisers. It would 
be helpful in certain respects if all advertisers could agree on 
which items belong in the advertising, personal selling, sales 
promotion, and publicity categories, but the day is far off when 
such agreement will be a fact. 

A third essential is attention to the framework not only of 
market, industry, and competitive conditions already mentioned 
but also of company objectives and policies, within which adver- 
tising must operate. Company short-run and long-run objectives 
are likely not only to affect marketing objectives but advertising 
objectives as well. And a company’s basic policies—such as the 
type of distribution channels, the range of product quality, and the 
total geographical area to be cultivated—cannot properly be ig- 
nored. Changes in any of these respects may call for a change in 
the optimum advertising expenditure. 

Fourth, careful segmentation of the total market is prerequisite 
to satisfactory appropriation determination just as it is to adver- 
tisement building. Up to the present we have been most concerned 
with geographic, demographic, and income segmentation. Useful 
as such breakdowns are, they may not go far enough. Perhaps we 
should use different dollar quantities of advertising in recognition 
of other significant groupings—light users and heavy users ofa 
product, for example, and non-users and users. ; 

We must pay more attention than we have to sociological and 
psychological groupings as they affect advertising opportunities 
and thus qualitative and quantitative advertising requirements. At 
present we know far too little about buyer attitudes and behavior — 
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we have barely scratched the surface; the recent emphasis on 
motivation research should not mislead us here. 

A study sponsored by the American Newspaper Publishers As- 
sociation’s Bureau of Advertising last year suggested that the 
automobile buying process is roughly typified by three different 
psychological approaches—ritualistic, emotional, and intellectual. 
Perhaps each of these types of buying behavior should influence 
the number of advertising dollars allotted to take maximum ad- 
vantage of it—that is, a different quantity of advertising may be 
desirable in trying to influence each of these types of buyers, 
Market segmentation by awareness of and attitudes toward a prod- 
uct or brand can perhaps be helpful. 

Next, it seems essential to employ certain qualitative criteria 
more than we have in approaching the appropriation problem. I 
have in mind here making a preliminary, yet thorough, appraisal 
of the advertising opportunity in the manner suggested by Profes- 
sor Borden for so many years. Briefly, this involves trying to 
obtain some broad perspective on what role advertising can be 
reasonably expected to play in the total marketing effort—whether 
it can contribute in large degree, moderately, or little or nothing, 
toward desired goals. Just as the average percentage of the sales 
dollar spent for advertising is different for types of products—in- 
dustrial, consumer durable goods, and consumer non-durables, so 
too the percentage can logically differ among brands within a 
product type. This suggestion that the broad marketing and ad- 
vertising picture be observed before concentrating on details 
seems almost too obviously useful to merit mention, and I do men- 
tion it only because I have found surprisingly prevalent the view 
that an equally strong advertising opportunity is present in all 
marketing situations. 

Still another essential is objectivity in judging advertising as a 
marketing force and in weighing the factors affecting the number 
of dollars that should be expended for it. We have all encountered 
instances of lack of objectivity in judging necessary advertising 
funds and perhaps have ourselves been guilty of it. Salveson has 
pointed out that ‘‘. . . The function of advertising is highly ca- 
thartic, it is the focus of many strong emotional needs and drives 
relating to ‘self-expression’ or aggressiveness. . . executive de- 
cisions on advertising philosophy and budget often may reflect as 
much the executive’s psychological profile as they do economic 
criteria. The advertising philosophy and budget may be deter- 
mined as much by personality as by profit maximization, Each 
type of executive personality has a characteristic mode of feeling 
toward advertising in the light of this association of advertising 
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of advertising with self-assertiveness or agressive tendencies. 
Those who have either naturally or compensatorily induced strong 
self-expressive tendencies clearly tended to budget more for ad- 
vertising. The latter tended to have wider swings in amount due 
to wider swings in ‘intuition’ or feelings of satisfaction or dis- 
satisfaction.’’ 

An essential too frequently neglected is the efficient use of 
relevant information available from the three principal sources of 
help—past records, surveys, and controlled experiments—in meas- 
uring the effectiveness of advertising. To the extent that these 
sources can aid in predicting the result of using certain qualities 
and quantities of advertising, they offer an obvious advantage. Any 
success in moving nearer to optimum appropriations has been and 
will be in large part due to improved methods for measuring and 
predicting effectiveness through such means. 

We undoubtedly fail to take fullest advantage of analysis of past 
and current experience and too often we adopt a defeatist attitude 
in evaluating the potential usefulness of controlled experiments. 
We tend to see the problems and difficulties in experimenting 
rather than the possible help that can be obtained from it. We fail 
to try available experimental techniques as frequently as we 
should. Dr. Jessen has indicated, for example, that observance 
of the frequently emphasized rule that only one variable should be 
studied at a time can be wasteful and can yield up insufficient in- 
formation, and that at least some of the problems introduced by 
the presence of several variables may be met through the use of 
the latin-square experimental technique.? 


The Approaches to Advertising Appropriation 


There are a great many approaches to appropriation determi- 
nation, As you know, most of them can be grouped into a few 
broad categories, the principal ones being arbitrary, percentage- 
of-sales, and research objective. Probably many more advertis- 
ers use the arbitrary approach than are willing to admit it—arriv- 
ing at the appropriation largely, if not entirely, by guess, typified 
by such top management comment as ‘‘I’ll let you have so many 
dollars for advertising’’ and ‘‘You’ll have to cut down on advertis- 
ing expenditures this next year.’’ 


1. Melvin E. Salveson, ‘‘Managements’ Criteria for Advertising Effective- 
ness,’’ Proceedings: Fifth Annual Conference, Advertising Research Foundation, 
1959, p. 25. 

2. R. J. Jessen, ‘“‘A Switch-Over Experimental Design To Measure Advertis- 
ing Effect,’’ Journal of Advertising Research, March, 1961, pp. 15-22. 
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Before I comment on the other two general approaches—per- 
centage-of-sales and research-objective—which most advertisers 
claim to employ, it will be useful to describe briefly what is 
variously termed the incremental, the logical, or the ideal ap- 
proach, To the present, this approach has had greater conceptual 
than directly ‘‘practical’’ usefulness. It calls for adding dollar 
after dollar to the appropriation until the point is reached where 
the last dollar added produces no increase in profit. This as- 
sumes that the sales effectiveness of any given advertising ex- 
penditure is known—quite an assumption as we have seen—and 
that relevant costs are applied. A few advertisers do claim to 
have this information to a remarkable degree, but they are very 
much the exception. The principal problem here, to repeat, has 
been our inability or unwillingness to try to separate the effects 
of advertising from the effects of other marketing components, and 
the near-term from the long-term effects, and to predict future 
conditions. 

The percentage-of-sales approach, the most used over the 
years and perhaps still the most used, as you know, typically in- 
volves making a forecast of dollar sales and then applying a cer- 
tain percentage figure against this estimate to derive a proposed 
total advertising expenditure. The percentage may, and usually 
does, remain fixed over two or more years. Here the appropria- 
tion is determined before the budget—the appropriation is broken 
down into the budget, in other words. 

This approach is principally criticized on the grounds that ad- 
vertising dollars should be considered a determinant of sales 
rather than the reverse and that a percentage of sales that may, 
through good fortune or otherwise prove about right in one year, 
may be quite out of line with what is right under the conditions 
of an ensuing year. Defenders of this approach point out that, 
since the effectiveness of expenditures cannot usually be pre- 
dicted, this procedure tends to insure that advertising dollars will 
be related to revenue dollars—that appropriated dollars will ac- 
tually be available from income, if the sales and expense forecasts 
are reasonably accurate. This approach also stabilizes competi- 
tive relationships in industries where most advertisers use it and 
where they maintain about the same percentage-of-sales rela- 
tionship. In such situations advertisers are likely to be reluctant 
to interfere with this stable competitive factor, believing that 
there is an advantage in not doing so. 

Probably few advertisers actually use the percentage-of-sales 
approach in its ‘‘pure’’ form, As just implied, they are unlikely 
to ignore competitors’ expenditures entirely. They probable make 
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at least a superficial estimate as to whether the dollars derived 
from this approach will buy too little or too much time or space. 
In sorne instances, the fixed percentage figure may originally have 
been derived by employment of the research-objective approach 
and may be satisfactory over a period of years if market and 
competitive conditions remain fairly stable. 

The research-objective approach (sometimes termed the ob- 
jective-and-task approach) is usually described as calling for 
scrutiny of all factors pertinent to achieving the optimum adver- 
tising expenditure—determining the factors and evaluating them— 
as a basis for establishing reasonable advertising objectives and 
the reasonable means of attaining them. The cost of the means is 
the appropriation. This approach implies appropriate use of his- 
torical data, survey findings and controlled-experiment results. 
Here budget determination comes first as a rule, although not al- 
ways. Typically the approach implies assembling the job to be 
done piece by piece, with the cost of the pieces adding up to the 
total appropriation. This, then, is usually a build-up approach. 

Thus defined, the research-objective approach is difficult to 
attack successfully. Because it seems so rational, the large num- 
ber of advertisers claiming to use it is not surprising. But this 
approach is easier to define in broad terms than to translate into 
actual practice. As described, it implies that the information 
requisite to the incremental, logical, or ideal approach, described 
previously, is available—that enough is known about the advertis- 
ing-sales-profit relationship to permit prediction of what specific 
advertising expenditures will accomplish. Perhaps the most that 
can be claimed for it, as generally employed, is that the study of 
all pertinent factors can reduce the degree of intuitiveness other - 
wise necessary. In effect, any approach to setting the appropria- 
tion which involves more than guess or conformity to tradition or 
to competitors’ policies and which searches seriously for some 
degree of rationality in determining the appropriation can be 
classified within the research-objective category. This is true of 
approaches that will be increasingly used in the future. 

Two more approaches often mentioned in current literature on 
the subject call for a brief word. One is the competitive-parity 
approach, the other the marketing-program approach. 

Using the competitive-parity approach, an advertiser appro- 
priates either a percentage of forecasted sales or an absolute 
dollar amount closely related to the percentages or amounts spent 
by principal competitors or approximating the industry average. 
This approach is vulnerable on the score that the mix of marketing 
components should be determined for each manufacturer in the 
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light of his unique situation, that the right mix for one may not 
necessarily be the right one for others. Again, however, no ad- 
vertiser is likely to arrive at a final appropriation figure without 
giving some attention to competitors’ expenditures, not necessarily 
to match them. The desirability of doing so is indicated by the 
fairly direct positive correlation between share-of-industry ad- 
vertising expenditures and share-of-industry sales said to exist 
in some product situations. 

Robert Weinberg’s suggested approach in attacking the problem 
of appropriation determination, recently published by the Associa- 
tion of National Advertisers, has as a principal feature the effect 
on share of market of the relationship between a company’s own 
expenditures and those of all other companies in the industry 

The marketing-program approach is not so much an approach 
as it is a ‘‘mechanism’’ for insuring that the research-objective 
approach will be used more analytically than it oftenis. By re- 
quiring that the advertising manager act as a member of a mar- 
keting team in drawing up and presenting his appropriation 
recommendations, he is likely to take his responsibility more 
seriously and to put himself in a better position to cogently defend 
his views and recommendations before top management in compe- 
tition with proponents of the other elements in the marketing mix. 
Hopefully it forces him to back up his dollar proposals with a 
satisfactory ‘‘why’’ based on demonstrated analysis of pertinent 
past, current and forecast data from all reasonable available 
sources, 


Future Solutions to the Appropriation Problem 


Next, let’s look at what seems to be ahead in trying to arrive 
at better solutions to the appropriation problem. There is no 
question that the over-all research-objective approach will be in- 
creasingly used and to better effect. What directions will these 
efforts take? 

First, there will be an increased use of mathematical models 
and equations—whether within the definition of operations research 
or not. Three years ago an operations researcher predicted that 
ten years from that time (1968) ‘‘we will pretty generally be able 
to predict the effect of advertising on profits and we will be able 
to use these predictions to design efficient advertising programs.”’ 


3. Robert S. Weinberg, An Analytical Approach to Advertising Expenditure 
Strategy, Association of National Advertisers, 1960. 
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He was referring to the benefits presumably obtainable from 
greater use of operations research. 

Some advertisers are skeptical about such predictions and 
about the usefulness of operations research for appropriation de- 
termination purposes. The skepticism can sometimes be attrib- 
uted to their inability to understand it. In addition to marketing 
knowledge, it does require specialized skills beyond those pos- 
sessed by many executives. Some executives attempt to hide their 
lack of understanding behind such a statement as ‘‘judgment can’t 
be eliminated in determining the appropriation.’’ This is a poor 
argument, for no such claim is seriously made for operations re- 
search. No one familiar with the techniques and procedures in- 
volved pretends that the need for judgment is eliminated by this 
approach; they argue only that operations research can sometimes 
be a worth-while aid to judgment. 

Perhaps operations researchers themselves are partly respon- 
sible for the reluctance of some advertisers to try this marketing 
tool, through either their unwillingness or inability to explain it in 
terms understandable to the layman, or their failure to give actual 
examples of its successful use. Or perhaps they are too unwilling 
to discuss the general question of whether statistical techniques 
that are used to more or less automatically project the past and 
present into the future are more reliable than simple ‘‘old-fash- 
ioned’’ marketing research plus intuition and logic. 

On the other hand, some advertisers are probably too optimis- 
tic as to what operations research can offer. They are either 
overly intrigued by the display of formulas or they stand in awe of 
them. As Alfred Politz has said, ‘‘There are numerous signs that 
the naive fear of numbers exercised erroneously under the term 
motivation research now finds its counterpart by a naive worship 
of numbers exercised erroneously under the term operations re- 
search.’’* Politz and others have also pointed out that difficulties 
in properly determining advertising appropriations have resulted 
more from lack of basic data than from lack of mathematical 
skills—emphasizing that success in using the operations research 
approach calls for a knowledge of communications and marketing 
as well as mathematics. Successful application of operations re- 
search techniques to marketing calls for teamwork between mar- 
keters and mathematicians. 


4. Ina speech, ‘‘How Advertising Affects Attitudes and Buying Decisions,’’ at 
the Association of National Advertisers Advertising Evaluation Workshop, January 
26, 1961. 
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In any final judgment of the usefulness of operations research, 
it is well to bear in mind that if it does nothing more than result 
in attention to all influences in any appropriation situation and 
stimulate the collection, organization and analysis of all pertinent 
data, it may make a considerable contribution. 

A second direction (whether operations research is involved or 
not) that appropriation determination may take can be termed the 
media-schedule approach. This is a build-up approach within the 
research-objective category and involves somewhat practical ap- 
plication of the incremental, logical or ideal approach previously 
mentioned. The advertiser using it ‘‘accumulates’’ media and 
schedules until a desired result is attained. The cost of the media 
and schedules becomes the advertising appropriation. 

This approach considers that an advertiser’s objective is to 
purchase an optimum number of conscious impressions with his 
dollars. It recognizes that the effectiveness of an advertisement 
scheduled a given number of times in any medium—say a maga- 
zine—results from a screening sequence somewhat as follows: 


1. The magazine has a certain total circulation (pur- 
chaser and pass-along) among people who are poten- 
tial buyers or who are otherwise worth reaching. 


2. A larger number of individuals than this total actually 
reads the magazine. 


3. A smaller number of individuals than readers of the 
magazine is exposed to the page on which the adver- 
tisement appears, 


4. A still smaller number actually gives attention to the 
advertisement, 


5. A still smaller number takes in the advertiser’s mes- 
sage—receives a conscious impression. 


6. The conscious impressions (a) make some readers 
aware of the product for the first time, (b) strengthen 
already present awareness in others, (c) move some 
people from mere awareness to a favorable attitude, 
and (d) move some people all the way to a purchase. 


If, then, an advertiser can establish the relationship among 
(1) conscious impressions, (2) awareness and favorable attitudes, 
and (3) purchases of his product, and can determine the number of 
conscious impressions attainable by a certain quality of advertis- 
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ing in various media-schedule combinations, he is in a position to 
arrive at his optimum advertising appropriation figure. 
He might proceed as follows: 


1. Determine the dollar sales goal for the period ahead. 


2. Identify the potential market and delineate its seg- 
ments—whose awareness and favorable attitudes are 
worth striving for. 


3. Measure the present level of unawareness, awareness, 
favorable attitudes and purchasing among the individ- 
uals in these segments. 


4. Calculate any increase in awareness and favorable at- 
titudes necessary to produce the indicated sales in- 
crease, 


5. Decide the number of effective message deliveries— 
conscious impressions—necessary to produce the in- 
crease in awareness and attitudes. 


6. Calculate the number of actual message exposures 
necessary to produce the desired quantity of effective 
message deliveries, or conscious impressions, 


7. Calculate the number of potential message exposures 
necessary to produce the desired actual exposures. 


8. Decide which media and which schedules in the media 
produce the desired total number of potential message 
exposures at the lowest cost. 


9. This cost is the advertising appropriation. 


This approach assumes that the number of potential buyers in 
each of three segments of the market is known: (1) those who are 
unaware of the product, (2) those who are aware of it but have no 
particular attitude toward it, and (3) those who are more than 
aware, and have favorable attitudes toward it. Further, it as- 
sumes that the number of actual buyers who are ‘‘aware only’’ is 
known, and that the number of actual buyers who have ‘‘favorable 
attitudes’? is known. The job, then, while holding current actual 
buyers, is to move non-buyers in the unaware, aware, and favor- 
able-attitude groups toward and into the buying group by producing 
the right total of conscious impressions with the most economical 
mix of appeal, media and scheduling. 

Some of you will say that this suggested approach perhaps has 
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some conceptual value but that it is far from susceptible to prac- 
tical application. Objections will take these forms: 


1. Even if these steps could be taken, the funds indicated 
to be necessary might not be available, when all costs 
are put against revenue. 


Comment: This is true but certainly it is not unique with this 
approach. If sufficient funds are not available, the goal and the 
means have to be revised and a lesser amount spent. This does 
not support the view that the amount available for advertising 
might better have been determined in the first place. The prede- 
termined amount available might be much more than necessary. 


2. It is impossible to establish a useful relationship be- 
tween conscious impressions, awareness, favorable 
attitudes, and purchases for many types of products, 
and perhaps for none. 


Comment: But advertisers of some products have established 
this relationship to their satisfaction. The relationship is not the 
same, of course, at all levels of awareness and attitudes. Where 
no satisfactory relationship can be established, the obvious an- 
swer is simply to disregard the goal of purchases and to select a 
certain goal of awareness and favorable attitude. This is a better 
goal than is used by many advertisers today. 


3. This approach seems to assume that conscious im- 
pressions made by advertising are the only influence 
on awareness and attitudes. 


Comment: There is validity to this criticism and it is true that 
advertising is a much more important influence on awareness and 
attitudes for some products than for others—more for soap prob- 
ably than for automobiles. It is likewise true that a high level of 
awareness and favorable attitude may have a greater sales impact 
for some products than for others—again, perhaps more for soap 
than for automobiles, 

These facts have to be discovered for any product under con- 
sideration. The question here is one involving advertising’s im- 
portance in the mix. It may be that while advertising is not the 
only important influence on awareness and attitudes, it is the 
most dynamic and most measurable—the most manipulable—and 
therefore that this approach is reasonably satisfactory. 


4. The information prerequisite to establishing the de- 
sired relationships in the chain is not available. 
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Comment: Admittedly there is too little such information. But 
it is being made available increasingly. For some time we have 
had available, for some media—data on noting, reading, listening, 
viewing, and impact. Recently, a good start has been made in pro- 
viding exposure information. To the extent that this media-sched- 
ule approach has merit and is adopted as far as feasible, pressure 
will be brought on all media to provide more helpful information 
than they now do. Of course, media can be expected only to pro- 
vide more helpful information than they now do. Of course, media 
can be expected only to provide exposure opportunities—but they 
should attempt to tell the advertiser the extent to which they do so, 
Whether advantage is taken of existing opportunities is up to the 
advertiser. Media should also provide what information they can 
on ‘‘editorial reinforcement.’’ Other necessary information must 
be obtained from outside sources or provided by the advertiser 
himself. 

In summary, future attempts to improve our ability to deter- 
mine optimum advertising expenditures will, I believe, be concen- 
trated principally on the operations-research and media-schedule 
approaches—both within the research-objective category. Ideally, 
the advertiser should seek the potential benefits of both. 

Frustrating and difficult though the initial attempts to achieve 
satisfactorily precise quantifications may be, the ultimate rewards 
will hopefully make the effort worth while. And with experience 
and the availability of more and better data, the task will become 
easier, Certainly any serious attempt to use these two approaches 
will serve to emphasize the shallowness of much current effort to 
solve the appropriation problem. 


| 
| 
| 


36. IMPORTANT FACTORS IN 
EFFECTIVE ADVERTISING 
EXPENDITURES 


Alfred A. Kuehn* 


A model which quantifies relationships usually discussed 
only in qualitative terms and allocates advertising expend- 
itures on the basis of profit potential rather than sales po- 
tential would greatly assist management in determining the 
advertising appropriation. Such a model is presented which 
points out the potential importance of the cost of produc- 
tion and distribution, product appeal and retail availabil- 
ity, consumer knowledge, advertising copy and media, 
brand price elasticity, and competitive behavior on the 
level of advertising expenditures. 


HAT are the important determinants of the level of advertis- 
ing in an industry? What factors tend to make advertising 
more productive for one firm than for another? I shall attempt to 
answer these questions by outlining some of the implications of a 
model of consumer buying behavior in which brand shifting is in- 
fluenced by sales promotional activities, price, product appeals 
and retail availability. Also discussed briefly will be some of the 
model’s implications with respect to the social desirability of ad- 
vertising, for example, its effect upon prevailing price levels. 
Although much empirical research has been directed at the 
assumptions underlying the mode!, such work is far from com- 
plete. Nevertheless, at a ver ictical level I have seen this 
model focus a management’s sitcution upon ‘‘profit potential’’ 
rather than ‘‘sales potential’’ in the allocation of advertising. I 
suspect that many firms marketing nationally have not given full 
consideration to the differences in profit margin available among 
sales districts. The model has also provided perspective with re- 
spect to a variety of other market factors and advertising prac- 
tices. Under certain conditions, for example, the rule of thumb, 


*Alfred A, Kuehn, Carnegie Institute of Technology. 
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‘budget a percentage of sales equal to the industry average,’’ ap- 
pears to provide a reasonable good guide to advertising manage- 
ment, 


The Scope of the Advertising 
Budgeting Problem 


A large number of factors have been identified by marketing 
executives as influencing the sales impact of advertising expendi- 
tures (e.g., copy, choice of media, the nature of the product, com- 
petitive activity, strength in the channels of distribution, price 
structure, size of market and brand loyalty). Additional complica- 
tions are introduced by the fact that advertising can influence 
sales by means of a wide variety of mechanisms not all of which 
result in an immediate consumer response. For example, adver- 
tising may influence consumers directly, through the presentation 
of factual product-use information, the creation of a favorable 
brand image and increased familiarity with the brand name, or 
indirectly, through its impact upon the retail trade. In the latter 
case, advertising might be employed as part of a campaign di- 
rected at retailers to obtain wider distribution or improved shelf 
position for a brand, which in turn results in higher consumer 
sales, 

The complex nature of the influences of advertising, described 
above, coupled with the high costs of market measurement has re- 
tarded the development and application of analytic techniques for 
the budgeting of advertising. Operations researchers, flush with 
success in building models to describe and control production and 
inventory systems, have found the dynamic mechanisms underly- 
ing market behavior less tractable. Consumer behavior is more 
difficult to observe and describe than is the production line. 
Nevertheless, there is developing a body of knowledge of market 
behavior which offers hope of creating order out of the many in- 
consistent theories, generalizations and rules of thumb reported 
in the advertising literature. To illustrate this point and to show 
how the results of research with such models of market behavior 
can act as a guide to managerial judgement, let us consider the 
implications of the advertising-pricing model with which I have 
been working. 


Description of the Advertising- Pricing Model 


Before discussing some of the advertising budgeting decision 
rules derived from the advertising-pricing model, let me briefly 
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outline its basic characteristics. By understanding the general 
nature of the relationships used to describe price, product appeals, 
retail availability and sales promotional activity upon consumer 
purchasing behavior, the results derived from the model and their 
limitations can be seen in proper perspective. A more detailed 
development of the model in terms of the inter-brand competitive 
aspects of sales promotional expenditures has been presented in 
‘‘A Model for Budgeting Advertising,’’ one of a collection of arti- 
cles in Mathematical Models and Methods in Marketing published 
by Richard D. Irwin, Inc. The results outlined here go beyond 
those reported in that paper in two respects: 


1. Both the pricing and sales promotional decisions of the 
firm are evaluated with respect to equilibrium con- 
ditions, In the earlier paper, no attempt was made to 
explain the level of prices. 


Two factors, an industry price elasticity and a pro- 
motional elasticity, are incorporated to describe the 
effect of price and promotion upon the level of indus- 
try sales. 


The model describes the effect of merchandising activity upon 
consumer purchasing behavior in terms of total consumption of a 
product class and with respect to brand switching. Total industry 
sales are influenced by the retail price of each brand, weighted by 
its share of market, and by total industry sales promotional ex- 
penditures. Consumer switching from one brand to another is as- 
sociated with their relative product appeals and retail availability 
as well as their prices and the level and effectiveness of their 
sales promotional expenditures. It should be noted that the model 
deals with total consumer sales promotional expenditures rather 
than only advertising, the latter being included in the former. No 
attempt will be made to outline a procedure for determining the 
optimal division of funds between advertising and other types of 
consumer promotion such as couponing, and price or merchandise 
packs. The latter is, in itself, quite a problem in some lines of 
packaged grocery and drug items since the effectiveness of such 
promotions varies to a considerable extent over time. For most 
manufacturer’s brands of packaged grocery and drug items, how- 
ever, advertising accounts for the bulk of total sales promotional 
expenditures. 

The influence of price and advertising upon total industry sales 
is represented in terms of the classical elasticity concept of 
economists. That is, it is assumed that a small percentage change 
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in price or advertising will produce a given percentage change in 
total industry sales throughout the range of prices and advertising 
expenditures being considered. For example, if the price elas- 
ticity were -i, a one per cent increase in price would result in 
decreased sales by approximately $ of one per cent. Similarly, if 
the advertising elasticity were +, an increase in industry ad- 
vertising expenditures of one per cent would result in increased 
industry sales of approximately j of one per cent. The size of 
the change in sales due to a change in advertising or price will 
depend upon a variety of factors including the familiarity of con- 
sumers with the product and its uses, the advertising message, and 
the availability of near-substitute commodities. The influence of 
other factors (for example, product improvement and growth in 
population) upon total industry sales is not treated explicitly in the 
model. The latter factors are treated as producing a constant 
percentage growth (or decline) per unit time in industry sales. 

Consumer brand shifting is treated as a two stage process, 
The first stage determines whether a consumer will repeat the 
purchase of his previous brand through habit, each consumer be- 
ing assumed to have some probability of being immune to the at- 
traction of other brands in the absence of severe price fluctuation. 
If the consumer does not purchase as a result of habit, he is re- 
garded as a ‘‘potential’’ brand shifter. (The term potential re- 
flects the fact that he may be reattracted to purchase the same 
brand as was bought in the previous time period.) In the second 
stage of the brand shifting process, the potential shifters are as- 
sumed to have the probability bpda of being influenced in the 
choice of a brand by sales promotional activity as well as by 
price, product appeals and retail availability, and the probability 
1-bpda of being influenced only by the latter three factors. 

Consequently, the sales of a brand of product are derived from 
two sources, 1) sales to customers who repurchase the brand 
through habit, frequently referred to as ‘‘loyalty,’’ and 2) sales to 
potential brand shifters. The potential brand shifters are in turn 
attracted either by the brand’s appeal in terms of price, product 
characteristics and retail availability alone or by these same fac- 
tors in conjunction with advertising and other sales promotional 
activity. 

Each of the four merchandising variables considered in the 
marketing mix serves to divide the potential brand shifters among 
the competitive brands in terms of their relative merchandising 
strengths, That is, a firm whose product appeal is twice that of a 
competitor will tend to attract twice as many potential brand 
shifters if all other factors are equal. In evaluating a brand’s 
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CONSUMER BRAND SHIFTING 
BETWEEN BRAND A AND ALL OTHER BRANDS 


Og 
RQ Customers of Other Brands 
Potential > 
Who May Have Shifted Brands 
Brand But Did Not Buy Brand A 
Shifte 
GY 
SQ 
Customers Customers 
//, Reattracted Gained by 
Loyal 


Ao 
Cees Loyal Customers Loyal Customers 
of of All Other 


Brand A Brands 


A1 
Customers of Brand A Customers of All Other Brands 
in Period 1 in Period 1 


relative attractiveness due to price, each brand’s price appeal is 
assumed to be its price taken to a power equal to the inter-brand 
price elasticity. 

Other aspects of the market incorporated into the model or en- 
tering into the resulting decision rule include the rate of entry of 
new customers into the market for the product class; the rate of 
loss of customers from the market due to death of change in con- 
sumption pattern; the interest rate or related measure of the cost 
of capital; and the current industry sales volume at existing levels 
of prices and promotional activity. 


Advertising and Price Equilibria 


Having outlined the general structure of the advertising-pricing 
model, let us examine some of its implications for equilibrium 
market conditions in a competitive environment under the assump- 
tion that firms seek to maximize their profits. In other words, 
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we wish to determine the level at which each brand should be 
priced and promoted so that any change in a single brand’s price 
and/or promotional budget would result in lower profits to it, 

The equilibrium price and promotional budgets for individual 
brands depend, in general, upon their relative competitive 
strengths. Consequently, the simplest case to consider would be 
that in which all firms are equally strong in terms of costs, pro- 
motional effectiveness, product appeals and retail availability. In 
this case, the price and promotional expenditures canbe expressed 
by the following two simple relationships. 


PRICE AND SALES PROMOTIONAL EXPENSE EQUILIBRIA 
for N Independent, Equally Strong Brands 


Price/unit [Mp+eé (N- 1] Cost , ang 
[np +€ (N - 1)] +N 
Sales 
Promotional _ [-na - boda (N - 1)] Cost 
Expense/Unit ~ [ mp+ € (N- D) +N 
where: 


Np = industry price elasticity, frequently in the range from 0 to 
-1, may be higher (e.g., -2) in some cases. 


Na = industry sales promotion (including advertising) elasticity, 
approximate range from 0 to +4 for most established 
products, may be much higher at low levels of adver- 
tising for new products. 


€ = inter brand price elasticity, approximate range from -3 to 
-6, where the attractiveness of a brand’s price (p) to 
potential brand shifters is proportional to p€. 


N = number of independent, equally strong brands in the mar- 
ket, that is, two or more brands equivalent in terms of 
costs of production and distribution, product appeal, 
retail availability, and sales promotional effectiveness, 


Doda = probability of a potential brand shifter being influenced 
by sales promotional activity as well as by price, 
product appeals and retail distribution. If promotional 
activity has no effect, bpqg = 0. If no sales could be 
made to potential brand shifters without some promo- 
tion, Doda = lL. 
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Cost = all per unit production and distribution costs apart from 
advertising and other sales promotional expenses 
(and in a depressed market, fixed costs). 


Example: 
Let Np = 0 € N=4 
Na = 0 bpda = Cost = $2/unit 
Then, at equilibrium, 


[0 - 4(3)] $2 $ 
Price/unit (0 - 4(3)) + 4 3.00, and 


Sales 
Promotional 
Expense/unit 


- 3(3)) $2 _ 
(0 +4 * 


Several observations can be made with respect to the above 
equations representing the equilibrium price and sales promotion 
expenditures per unit of product for an industry containing N in- 
dependent brands (firms) of equal strength in terms of costs, pro- 
motional effectiveness, product characteristics and distribution: 


1. When the number of firms N is greater than 2, the 
inter-brand elasticity term e plays a much stronger 
role in determining price and advertising levels than 
does the industry price elasticity Np 


Advertising and other promotional expenses would 
tend to raise price to the consumer only insofar as 
they act to decrease inter-brand and industry price 
elasticities or reduce the number of competitive 
brands. Price reductions due to advertising could ac- 
tually result if these possible effects are more than 
compensated for by reductions in production and dis- 
tribution costs resulting from larger scale operations. 
In any event, advertising costs are not transmitted 
directly to price! 


The ratio of advertising and other sales expenditures 
to sales dollars is independent of industry size and 
relatively insensitive to variations in the number of 
competitive firms. This could help explain the stabil- 
ity observed in advertising to sales ratios in the U.S, 
over a number of years and the similarity of the ratios 
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for comparable product classes in the U.S, and Eng- 
land. 


The equilibrium relationships derived for other market situa- 
tions also produce some interesting results. For example, if 
Dpda = 1 (i.e., sales promotion is an important part of the market- 
ing mix) and all competitors have equally good product, retail 
availability and advertising-promotional effectiveness, each firm 
would charge the same price at competitive equilibrium even 
though their costs of production and distribution might differ sub- 
stantially. In contrast, if one firm has a product advantage, the 
model indicates that it should obtain some premium in price. In 
each case, the firm with the advantage, whether lower costs or an 
improved product, spends the greater sum on advertising and 
reaps a greater share of total profits. 


Decision Rules for Advertising Appropriations 


In the preceding section we analyzed the equilibrium conditions 
that would exist with respect to price and sales promotional ex- 
penditures if each competitor acted so as to maximize his profits. 
In practice, individual competitors are likely to deviate from such 
a policy either because they possess other goals or because of the 
absence of sound guides for implementing an appropriate budgeting 
policy. To evaluate the implications of such deviations from profit 
maximizing behavior by competitors, let us consider two promo- 
tional counter-strategies suggested by the decision rules derived 
from the advertising-pricing model: 


1. Sub-optimal advertising expenditures—if all the mem- 
bers of an industry are about equal to each other with 
respect to operating costs, product appeal, retail dis- 
tribution and promotional effectiveness, and one’s 
competitors under-spend on sales promotion, the 
firm could improve its profit position by also spend- 
ing less than the equilibrium rate. The optimal size 
of its reduction from the equilibrium level would be 
less, however, than that of the firm or firms initiating 
the underspending. 


Excessive advertising expenditures—if a firm is equal 
in costs, product quality, distribution and advertising 
effectiveness with respect to its competitors, and the 
latter are setting their sales promotion budgets higher 
than the equilibrium level, it could increase its profits 
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by reducing its expenditures below the equilibrium 
level. To do so, however, would also increase the 
competitors profits and, on balance, competition would 
gain a relative advantage. Consequently, in this sit- 
uation it may be desirable to compete with overspend- 
ing by also overspending, reducing the profitability of 
the industry at least temporarily but, hopefully, bring- 
ing one’s competitors to their senses. 


It should be noted that a firm operating at a disadvantage in 
terms of costs or product appeal with respect to competition is in 
a poor position to counter competitive overspending with an in- 
creased advertising budget. The weaker firm tends to be at the 
mercy of its stronger competitor. Insofar as the stronger firm is 
willing to absorb some reduction in profitability, it can keep a 
weaker competitor ‘‘on the ropes’’ by overspending or by engaging 
in excessive advertising research to improve its effectiveness. If 
the weaker firm counters by overspending it helps dig its own 
grave. Interestingly enough, the share of market held by a firm 
need not be a good indicator of its competitive strength. Under a 
variety of conditions the model suggests that the stronger firm, to 
maximize its profits, should permit its weaker rivals to maintain 
a significant share of the market. The underdog position of the 
rivals is, however, fully apparent by a comparison of profit rates, 


Impact of Various Factors Upon Advertising 
Expenditures 


Let us now examine the implications of the model with a view 
toward identifying the ‘‘Important Factors in Effective Advertising 
Expenditures,’’ Six groups of factors have the potential of playing 
particularly important roles in determining the level of an indus- 
try’s consumer-directed advertising and the relative profitability 
of individual competitors: 


1. Cost of production and distribution differentials among 
competitors have a large impact upon promotional 
strategy and profitability. If we look at cost differen- 
tials in terms of their percentage differences in cost, 
we underestimate their impact. These differentials 
are more impressive when viewed as a percentage of 
gross margin which, in turn, can be amplified into 
much larger relative profit differentials by appro- 
priate sales promotional strategy. 
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2. Product appeal and retail availability advantages rel- 
ative to competition increase the consumer response 
to advertising. Any relative advantage along these 
lines is generally translatable into a slightly greater 
profit advantage, all other factors being equal. For 
example, if the product of one competitor in a two- 
brand market has twice the appeal of the other (i.e., 
at equal price and sales promotion the first brand 
would outsell the second by a 2:1 ratio), its profita- 
bility at equilibrium would be 2.5 times that of its 
rival if the inter-brand elasticity were -4. 


3. Consumer knowledge with respect to the product. Con- 
sumer advertising generally serves to inform con- 
sumers, keep the brand name forefront in the cus- 
tomer’s mind, and create a favorable image for the 
brand. Insofar as product knowledge is widespread 
among consumers, the effect of advertising will be re- 
duced (that is, bpdg will be near 0) and the advertis- 
ing to sales ratio will be low. 


4. Advertising copy and choice of media can be important 
factors in determining the profitability of a brand 
relative to competition. Cost and effectiveness dif- 
ferentials can be translated into profit differentials, 
much as in items 1 and 2 above. The impact of these 
factors upon profit depends upon the importance of 
advertising in the marketing mix, that is, the level of 
bpda and the effectiveness of advertising relative to 
other types of sales promotion. 


5. Inter-brand price elasticity is a major determinant of 
the equilibrium level of advertising expenditures if the 
number of equally strong competitors in the market 
is three or more. As the elasticity increases, profit- 
ability in the industry decreases and advertising ex- 
penditures decline. Industry price elasticity tends to 
have a lesser effect upon advertising expenditures as 
a percentage of sales. 


6. Competitive behavior as was pointed out earlier, has 
important implications for a firm’s advertising ap- 
propriation strategy. This factor should have rela- 

tively little impact upon total industry advertising 

levels in the long run, however. In the short run it 
could have some effect upon total advertising expendi- 
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tures insofar as industry-wide overspending might 
flare up from time to time much as do price wars. 


Several factors which generally appear to be of lesser impor- 
tance are: 


7. Industry advertising elasticity does not appear to have 
much of an impact upon advertising appropriations ex- 
cept in the case of new products. In general, the high- 
er the advertising expenditures as a percentage of 
sales and the higher the actual advertising budget. Its 
importance decreases as the number of firms in- 
creases unless the competitors should join efforts in 
supporting trade-association advertising. 


The number of competitors in an industry does not ap- 
pear to have a large impact upon the advertising-to- 
sales ratio if at least three equally strong competitors 
are represented in the market. Only a slight decrease 
in this ratio results from an increase in the number of 
competitors. If one firm is much stronger than its 
competitors, however, total industry advertising is 
lower than if two equally matched competitors were 
present, 


Brand loyalty differences (that is, differences in the 
degree of habitual buying behavior) among industries 
have a negligible impact upon advertising expendi- 
tures. (This statement should not be extrapolated to 
include differences in repeat rates of individual brands 
of product within an individual industry, differences 
which are generally due to product characteristics, 
image, pricing, or retail availability), If industry 
growth is high relative to the cost of capital, increased 
advertising would be associated with high loyalty be- 
havior; if industry growth is low relative to the cost 
of capital, high loyalty behavior would favor relatively 
lower advertising outlays. These effects are, how- 
ever, generally too small to be of practical impor- 
tance. 


These implications of the advertising-pricing model just out- 
lined and the underlying budgeting decision rules are of interest, 
not because they make budgeting easy or reverse our thinking 
about the factors influencing optimal promotional strategy, but 
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rather because they quantify relationships generally discussed 
only in qualitative terms. By making explicit our assumptions 
about market behavior and examining their consequences, we can 
test and bring order into our understanding of advertising phe- 
nomena. The use of such models will not eliminate the need for 
managerial judgment but rather will assist the executive by pro- 
viding a new set of reference points to consider in reaching a de- 
cision. As mentioned earlier, I have seen the results of this 
model focus a management’s attention in allocating advertising 
upon ‘‘profit potential’? rather than ‘‘sales potential.’’ I suspect 
that many national marketers have not given full consideration to 
the variations in profit margin available in individual sales dis- 
tricts about the country as a result of differences in price levels, 
absorption of shipping costs, and regional variations in production 
costs. Similarly, the analysis of competition’s promotional ex- 
penditures on a regional basis can stir management’s thinking, 
with or without a model to help set guideposts as to what counter - 
strategy would be appropriate. Although some of the more opti- 
mistic predictions made in the past with regard to the use of 
models will probably never come true, the art is at the stage 
where it is almost a certainty that there will be a substantial in- 
crease in the use of models by business to provide a framework 
for advertising research and to guide management in the budgeting 
process, 
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COORDINATION THROUGH CONTROL 
— CONTROLLABLE VARIABLES 
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37. BRIDGING THE GAP 
BETWEEN PRODUCT 
DEVELOPMENT AND 

MERCHANDISING 


Edwin Minneman* 


The person in charge of developmental selling—coordinat- 
ing and communicating all phases of the development and 
organizing this for a merchandising group—must carry the 
product from its concepting to its successful selling effort. 
Developmental selling requires the cognizance of competi- 
tion and potential competition, costs, patents, as well as 
the research on materials and structures. Above all, con- 
sumer contact and feed-back must be carried through the 
whole procedure. 


Y company manufactures a product which we sell to other 

manufacturers. The product we sell does ultimately become 

a small but important part of a consumer product but only as an 

outside covering for the product—for we manufacture and sell the 
package to contain our customer’s product. 

Our marketing problem is to produce and merchandise a prod- 
uct which the manufacturer will buy. On the other hand, if that 
manufacturer fails to sell his product, enclosed by our package, he 
will no longer buy our product. We have a two-part marketing 
audience. We can do a fine selling job on the manufacturer, but if 
the package we have designed and sold fails to sell that manufac- 
turer’s goods, we have failed in our complete marketing task. 

It must be clearly evident to everyone who reads a magazine 
or watches a TV advertisement that package design today isa 
highly volatile commodity—design of package structure as well as 
graphic design. The accelerating rate of design change leaves in 
its wake for us a confused group of customers. These cover the 


*Edwin Minneman, Director, Product Development, Fibreboard Paper Prod- 
ucts Corp. 
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spectrum from the manufacturer who is immobilized by the fear 
of making the wrong package design change to one who changes his 
design so rapidly that the technology necessary to support these 
changes can scarcely keep pace. An important part of our mar- 
keting role becomes that of relating demands of our customer’s 
market to the realities of packaging technology. 

To this role is added another important dimension. Most in- 
dustries attempt to, or do, become experts or specialists in the 
product they sell. The manufacturer of packages must be an ex- 
pert in packaging and at the same time, if he does his job well, he 
must be at least a specialist, if not an expert, in the product lines 
of the major users of packaging. The difficulty of this task is 
pointed up by a list of products for a small new packaging machine 
which I saw recently —a total of 267 products! 

While our industry has been going through a re-orientation in 
selling and marketing techniques, events have taken place which 
have added impetus to the acceleration of packaging changes. 
These events bring with them problems which relate specifically 
to the area of product development, 

For many years the packaging industry worked with several 
grades of paperboard and flexible wrapping materials and with 
such standard rigid containers as glass and tin cans. A major 
breakthrough in the chemical industry a few years ago unlocked at 
that time a vast spectrum of new packaging materials. The num- 
ber of these materials has grown geometrically since that time. 
When combined with paperboard by coatings, laminations and struc- 
tural marriages, the staggering number of combinations available 
is such as to pose an interesting exercise in the mathematical 
study of ‘‘permutations and combinations,’’ 

The introduction of these packaging materials to our customers 
and the resultant possible enhancement of our customers’ products 
has served both to excite and to confuse our customers. Some of 
these new materials are glamour items; other solve real package 
structural needs. The pace of introduction has been more rapid 
than our industry has been able to digest. 

The need to be specialists in our own and our customers’ many 
product lines and the need to correlate the many new packaging 
materials available today—these phenomena make our industry, 
perhaps more than others, keenly feel the possibility of a gap be- 
tween product development and merchandising. If a gap exists it 
implies that something may be available to fill or span that gap. 
In our company we like to think of the task of seeing the product 
through from inception to final successful sales effort as a con- 
tinuum. It doesn’t always turn out that way. There are various 
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points at which the cohesive force necessary to bind the effort to- 
gether can be lacking, points at which the continuum can become a 
compartmentalization. 

Carrying a new packaging product through from inception to 
successful selling effott may ultimately involve almost every de- 
partment of our company: Market Research, Merchandising, Re- 
search, Production, Estimating, Purchasing, Machine Design, 
Traffic, Legal, and Sales. 

There is no particular logic in the order just given. Conception 
may occur in any area of the company, although obviously sales 
completes the final portion of the task. 

On a new package development the aforementioned departments 
could typically concern themselves with basic materials, struc- 
ture, graphics, patents, customer machinery, technical require- 
ments of product to be packaged, cost of materials, cost limita- 
tions of end-product markets, production machinery limitations, 
traffic clearances and many other facets of the total successful 
package development. Where in the total effort does the coordina- 
tion necessary to launch a successful development encounter pos- 
sible collapse? Analysis of failures will show this generally to be 
in the important area which for want of a better term I call ‘‘de- 
velopmental selling.’’ 

There are two important facets to developmental selling. Both 
of these facets make up the cohesive force which binds together 
and coordinates the total effort and which, at the same time, be- 
comes the bridge to span the final gap between the product devel- 
opment and merchandising (we use the term merchandising here to 
mean the launching of a full scale promotional effort on which a 
successful selling campaign can be built). What are these two 
facets of developmental selling? One is that of customer contact, 
starting shortly after inception, and carrying through the full 
course of the development—customer contact designed to help in 
the slow, tedious task of building a selling rationale for the final 
sales program. The other is that of obtaining the necessary ‘‘feed 
back’’ by which the total effort can be continuously guided toward 
a successful end result. 

A successful development of any sizable scope in our industry 
seldom can be accomplished in less than 15 to 2 years. Most 
major developments require changes in basic paperboard tech- 
niques, changes in techniques in converting paperboard to struc- 
tural shapes and changes in the customer’s production methods. 
At each step in the development, machinery design and redesign is 
required. To these machinery phases which establish the basic 
timing of the project must be added the supporting activities of 
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material and structural studies and tests by Research, studies on 
graphics, market acceptability studies, cost studies relating to 
current and competitive packages, traffic problems, patent prob- 
lems, etc. To some small extent the machinery developments can 
overlap, but it is seldom possible to have three machinery pro- 
grams run concurrently—the results of what is accomplished on 
paperboard or structure relate importantly to the design of the 
production machinery for the customer’s plant operation. Our 
basic development timetable is frequently set by the realities of a 
machinery design and construction program which calls on the de- 
sign talent of limited available quantity in a highly specialized 
machine field. On the other hand, much of the supporting effort 
can run concurrently with the machinery phase of a development; 
however, close coordination is required to keep it in step. 

Now what is happening during the 13 or 2 years while a devel- 
opment in the packaging industry is underway? What is happening 
to the highly volatile preferences of the buying public? What new 
materials have entered the market which might outperform or out- 
price our package? What development is our competition soon to 
announce which may obsolete ours overnight (a development which 
the competition may have started a year before ours was 
launched)? What new machines may soon be ready for the market 
which may obsolete the machinery design portion of our total de- 
velopment effort? 

We can try to avoid the necessity for answering these ques- 
tions by laying down a tough set of rules: 


1. Start soon enough. 

2. Run all phases of the development concurrently, re- 
gardless of cost. 

3. Don’t waste time by delayed minor decisions and 
roadblocks during the course of developments. 


A number of promising developments which have followed all of 
the above rules now rest in the graveyard of obsoleted develop- 
ments, 

There are no perfect answers to the questions I have asked 
about competition, machines and changes in market preferences. 
But there is a way of modifying our risk which becomes for our 
industry both the yeast which leavens the total lump of the de- 
velopment and which at the same time gives us the pulse for the 
market and competition. This is the important task of develop- 
mental selling, which, as we have said, begins shortly after the 
development is conceived and does not stop until the final mer- 
chandising effort is successfully launched. 
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The man responsible for developmental selling may not be the 
most popular man on the team. The information he uncovers may, 
at any time, dictate one of several courses of action: 


1. Acceleration of activity to the point of ‘‘forced draft’’ 
operation to meet suddenly changed market timing. 

2. A sudden serious re-direction of the development with 
a salvaging operation to save what is still of value and 
to chart a right angle turn in activity. 

Complete abandonment of the development in recogni- 
tion of missed timing or insurmountable competitive 
advantages of another product. 


These alternatives become increasingly unpalatable to the team 
in the order as listed, but they are part of a necessary facing of 
reality which must run as a theme through the development, These 
alternatives, we might add, pose a number of morale problems for 
personnel involved in the task and a management challenge on 
handling such problems. These morale problems often cause 
management to procrastinate and to rationalize rather than to 
face reality. 

Let us try to define the tasks of the man who is charged with 
the responsibility of developmental selling. We have specified 
two broad areas of activity: 


1. To provide the feed-back to keep the development cor- 
rectly steered. 

2. To outline a good selling rationale on which a broad 
merchandising program can be based. 


If task #1 is properly carried out, the ground has been covered for 
task #2. 

It is difficult to define task #1 in detail without at the same 
time defining the type of man who is to be selected to carry out 
developmental selling. In fact, a discussion of the qualifications 
for developmental selling in our industry is a prerequisite to a, 
‘*job description.’’ 

The man selected for developmental selling should have had 
some line sales experience, but he should have graduated emo- 
tionally to a level where the ‘‘edge’’ is off his need to find his out- 
lets in the super-aggressiveness of the outstanding line salesman, 
Developmental selling is a slow, block-by-block, bit-by-bit con- 
structive effort to build and establish the need for a new product 
and to fit the dimensions of that product to a new or as yet non- 
existent market, 

Developmental selling is a creative activity. A new product is 
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literally growing in one’s hands. The man assigned to the task 
must have a desire to give expression to his creative trends and 
at the same time a desire to relate these in a real sense toa 
product which has profit potential for his company. 

Developmental selling requires broad contacts both within the 
industry into which our packaging product will be sold and within 
the packaging industry itself. These contacts should be on a high 
enough level to provide authenticity to the information he gathers, 
He must establish the directions in which the end-user industry is 
going while at the same time holding these against the background 
of the directions of his own industry. How else than by such con- 
tacts can one learn early in the development what the competition 
is doing? 

Developmental selling requires that the man understand the in- 
dustry into which his product will be sold. The closer he can 
come to being a specialist, the better his channels of communica- 
tion with the potential customer. Relations between him and the 
first target customer must be on a ‘‘shop talk’’ basis, with a con- 
siderable degree of vertical penetration through several levels of 
the customer’s organization. 

Our man must also understand his own industry. Obviously he 
cannot be an expert patent man, machinery man, production man, 
and research man, but his acquaintance within these areas must 
be broad enough to provide an easy means of communication with- 
in his organization. He must be able to set the framework and 
limitations for his discussions with the customer—what’s feasible 
and what is impossible. 

Our development selling man must have some perspective both 
on his own industry and on the end-use targeted industry. He 
must be able to put details into correct levels in this perspective; 
without this capacity he will be drowned in unrelated detail. 

Without the requirement of good communicating ability, all of 
the other qualifications of our man in developmental selling work 
may be completely valueless. The list of departments and facets 
of activity mentioned earlier almost makes this requirement self- 
understood. By communication, however, we do not mean skill in 
the formalities of how and who to keep posted but skill in the art 
of opening the receptors and thinking apparatus of the listener at 
the time when communication is required. Included therein is the 
skill in motivating the many people involved to turn that communi- 
cation into the required action. 

I am describing a real ‘‘pro’’ in the packaging industry. But l 
cannot conceive of a more important single task in today’s mar- 
keting situation than the task of developmental selling. Our life 
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blood as an industry is dependent on new product development, 
properly directed. 

A pro is a man with experience. Preferably our man should 
have lived through several developments—if not directly, at least 
on the side-lines. He should have the ego-strength which comes 
only to the pro who feels he is in reasonable control of the situa- 
tion. Many momentary events will occur which will find him with- 
in easy reach of the panic button. Pushing the button will disrupt 
much constructive effort and will delay progress. He must have 
the courage of the pro who knows when it is time to take a loss 
and get out, but, on the other hand, he must have the courage of 
the pro who can listen to the Jeramiahs with an understanding but 
non-responsive ear. 

On the positive side this goes beyond a simple pattern of re- 
sistance to the Jeramiahs. It becomes a positive conviction that 
an effort must succeed despite all obstacles, because the people 
with whom we work respond to this type of conviction and faith in 
a worthwhile constructive effort. Goethe has said ‘‘All epochs 
that are ruled by faith, in whatever form, are. . . elevating and 
fruitful in themselves and for posterity. All epochs, on the other 
hand, in which skepticism in whatever form maintainsa precarious 
triumph, even should they boast for a moment of borrowed splen- 
dor, lose their meaning. . .’’ for no man can take pleasure in 
wrestling with ‘‘what is essentially sterile.’’ 

The description I have tried to give you of the man and the job 
may be given any one of several designations. The designation is 
unimportant, The man and the dimensions of the job he undertakes 
are extremely important. Like all blocks in the organization 
chart, this one too is meaningless until we put the man in it and 
take the measure of his dimensions. 

When task #1 is complete—that of following through, coordi- 
nating and communicating all phases of the development, both for 
ourselves and the customer, a pattern has imperceptibly emerged 
which can become the cornerstone of a merchandising effort. Or- 
ganizing and relating this for a merchandising group is task #2 of 
the developmental selling activity. As the development progress- 
es, we have had to learn everything possible about the competitive 
and potentially competitive products, about the cost of our product 
vs. competition, about our patent position, about the results of our 
research program on structures and materials, about the superi- 
ority of our machinery and many more things. On the basis of 
these we have selected initial target customers who have cooper- 
ated with us and have lived through the development, reflecting, 
in prototype, the reaction of the average customer. Who better 
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than the development selling man, then, is prepared to collect this 
material and to turn it over to merchandising for a broad scale 
merchandising effort. If task #1 has been done competently and 
adequately, task #2 is the downhill part of the run. Then we have 
finally bridged the gap between product development and merchan- 
dising, we have integrated a total effort from inception to final 
successful selling of a new product. 


38. PRODUCTS AND MARKET 
DEVELOPMENT RECLAIM A 
DECLINING COMPANY 


Peter J. King* 


Bissell, Inc. has been revitalized through the realization of 
the marketing concept by new management. A Vice Presi- 
dent of Research and Development, as well as a Director of 
New Products, coordinate new product development from 
conception to marketing. Much of the success of their new 
products has been the result of a tested test marketing pro- 
cedure which works with a remarkably small margin of 
error. 


IMES change. Does this statement seem obvious to you? Why, 

then, do we all know today of companies that were once suc- 
cessful—leaders in their field—but are now in decline or occupy- 
ing secondary positions? The obvious thing is not obvious, To- 
day’s economy and today’s market is not the economy and the 
market of ten years ago. Yet many companies seem unable to 
recognize this, many companies still seem to be manufacturing 
buggy whips. 

So it was, in a sense, with Bissell. Fortunately our manage- 
ment was alert and aware. We changed with the times. The re- 
sults? Growth, leadership and profit. The Bissell Company is 
now in its 85th year. The Bissell name, as many of you know, is 
one of the best-known brand names in modern industry. I should 
be terribly surprised to find that there is any person in this room 
today who cannot remember having seen a Bissell carpet sweeper 
somewhere in his home at some time during his life. And yet our 
company—85 years old, remember—has had its most significant 
growth during the past five years. In the period since 1957, our 
books show a 500 per cent increase. During this coming year our 
most conservative estimates allow us to anticipate an increase of 
another 20 per cent, 


*Peter J, King, Vice President, Marketing, Bissell, Inc. 
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Even should we allow for the normal growth of a well-run com- 
pany in today’s economy, what accounts for not only continued 
success but for phenomenal growth, let’s try to examine some of 
the factors involved—to look at our business philosophy and prac- 
tices at Bissell and to see how we feel that they have contributed 
to keeping the Bissell name in the economic forefront. 

From 1876 to 1957 our sole product was carpet sweepers, The 
Bissell name in carpet sweepers was a household word. Asa 
carpet sweeper manufacturer, the Bissell Company contributed a 
reasonable profit to stockholders, provided wages for some 150 
people, and was considered to be a very stable company. But car- 
pet sweepers, especially carpet sweepers so well made that they 
never wear out, offer very little in the way of growth potential, 
During the 20 years prior to 1955 very little design change was 
made. As a result of these factors, very little was happening at 
Bissell. 

In all those years, Bissell was simply a manufacturing com- 
pany. We merely sold whatever merchandise the company manu- 
factured. But, while this policy was commensurate with the 
American economy of its day, it was not apace with sound business 
practices of this and the next decade. Today the company that 
pursues this philosophy cannot successfully compete in a growing 
national and world market. In cognizance of this, when times 
changed, Bissell changed. 

Today Bissell is a marketing organization. We continue to 
manufacture our products, but we manufacture to serve our mar- 
keting channels. Manufacturing is producing what marketing wants, 
and producing it as it is required to fill the sales and distribution 
needs. Our entire operation is predicated on this, and our new 
plant was designed and built with this in mind. 

This new philosophy is not an abstract. It is not a theory. It 
is, rather, a reaction to cold fact. Our society and our technology 
has changed. Thus functioning in our society must change as well. 

Many things have made that change extensive and substantial. 
New techniques in transportation, for example, have created new 
methods of distribution. New methods of distribution have ex- 
panded the market and created a need for new methods of selling. 
New methods of selling, and a new market to sell to, have affected 
manufacturing techniques by demanding better ways to make more 
products faster and cheaper. And so goes the circle. Various 
factors play one upon the other and a change in one dictates a need 
for a change in the others, 

In ten years alone, really the smallest fraction of our history, 
our population has grown from 150 million people to 180 million. 
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Between 1950 and 1960 our gross national product has virtually 
doubled. The average American income has increased from 
$1,491 in 1950 to $2,242 in 1960. These are the hard facts that 
created the need for a new approach, a new philosophy in mar- 
keting. 


New Management and the Marketing Concept 


How did Bissell translate this new philosophy into reality? How 
did a dormant, single-product company, housed in an old, out- 
moded building with a management average age of 68, suddenly 
change into a multi-product company with a new $33 million plant, 
a dynamic organization with an average management age of under 
40, and a growing reputation of leadership in a major industry? 

During these recent few years, the Bissell Company, grand 
old manufacturers of carpet sweepers, expanded the product line 
to include: Shampoo Master Rug Cleaner, Rug Shampoo, Uphol- 
stery Master Kit, Upholstery Shampoo, Capri Carpet Sweeper, 
Sponge Mop, Full line of Household Dust Mops, Car Cleaning Kit, 
Mothproofing Rug Shampoo, Electric Vacuum Cleaner, Electric 
Floor Cleaner, and Floor Detergent. 

We find the basis for the answer, of course, in management, 
For after all, a company, regardless of its product, rises and falls 
only upon the abilities of the men who run it. 

Mr. M. R. Bissell, III, a grandson of the founder of our com- 
pany, assumed the presidency in 1956. His first task was to re- 
build the management team. This members of this new team were 
carefully selected with a keen eye towards their experience and 
abilities in the fields of cost accounting, modern marketing con- 
cepts, modern manufacturing technology and modern research 
techniques. 

One of the first tasks of the new management team was the 
modernization of the product. It is in the product development 
program that our entire progress began to take root. The heart of 
the development program is the Product Committee. Now, we all 
know that old story about a camel being a horse designed by a 
committee. And this, we realize, can be quite true if the com- 
mittee is carelessly or arbitrarily composed, and if its members’ 
functions are not carefully defined. Let’s see how Bissell’s Prod- 
uct Committee functions. Its membership is composed of the 
head of each department in the company. The president is the 
chairman and the director of New Products is the secretary. Each 
member of the committee offers a specific contribution in a spe- 
cific area, and each has his special responsibility. 


| 


366 EFFECTIVE MAKKETING COORDINATION 


The president, as the top operating executive of the Company, 
serves to translate corporate policy to the committee in its func- 
tions. He gives the committee its directions, and coordinates, on 
a policy level, the various factors brought to bear by the different 
member departments. Perhaps the key to the entire business 
atmosphere and the exceptional volume growth has been the per- 
sonal philosophy of the president, Mr. M. R. Bissell, III, He is 
concerned chiefly with creating the proper atmosphere in which 
his management and employees can best function, as well as to 
give them the financial backing they need. He is vitally concerned 
with spelling out the authority and responsibility of his executives, 
He is a firm believer in hand picking the proper person for an 
assignment or position, and then in being sure they have all the 
tools necessary to do the proper job. 

The Vice President of Research and Development—this is a job 
in our company, you will notice, of vice presidential stature—is 
responsible for all phases of the company’s rather elaborate re- 
search program. This includes engineering development, design, 
new engineering and chemistry concepts, and out-and-out inven- 
tion. He is also responsible for outside consulting services in 
these areas. When a new product is agreed upon, his department 
is responsible for its development. 

The Vice President of Manufacturing is in charge of produc- 
tion, engineering and plant operation. When the product is de- 
veloped, it will be his job to manufacture it at a cost low enough 
for the product to be sold profitably at a reasonable market price. 

The Vice President of Marketing is responsible for sales, ad- 
vertising, sales promotion, traffic—in others words, selling. He 
is the pilot of the merchandising channels, 

The Director of New Products is responsible for the coordi- 
nation of all of the factors in new product development, at every 
stage from the conception of the idea to that moment when the 
new product is first produced in quantity as a regular item in the 
Bissell line. He has the additional responsibility of styling and 
packaging, also the administration of the product development 
budget, which is generally allocated at about two per cent of gross 
sales. 

The Vice President-Controller acts as the consultant on fi- 
nancial problems. Not only is he in touch with every phase of the 
operation from purchasing to selling, but he is the financial 
watchdog and the financial coordinator of the entire operation. 
Our controller is, then, more than just an accountant in charge of 
keeping our books—he is an active and creative member of our 
management team. Without him it is doubtful that our efficient 
structure could function, 
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The development of a new product begins in this committee, It 
is here that the ideas are covered, screened and ultimately re- 
viewed. The original idea can be the result of inspiration, or it 
can come from a determined examination of a specific consumer 
need. We have an ironclad rule in our company, based on both ex- 
perience and what we feel to be common sense—before a project 
becomes an active one it must, in virtually all cases, meet the 
following standards: 


1, Fulfill a need to the Consumer. An example of this 
would be the new electric floor scrubber. With the 
new Bissell Floor Scrubber a housewife may scrub 
and dry her floors without getting down on her hands 
and knees, It becomes a routine task rather than a 
major household chore. 


Fulfill a Need to the Trade. Up until a short time ago 
there was only one major brand of dust mops on the 
market, The retailer could never get himself par- 
ticularly excited about the product because the prob- 
lems it posed were almost not worth the effort it took 
to sell it. First of all, the price structure on the mop 
has been broken down through frequent discounting and 
and loss-leader action. There had been no substantial 
design change for many years, and therefore the prod- 
uct lacked a traffic-building feature. The product it- 
self was ungainly to handle, to store, to ship and to 
deliver. With these factors in mind, we brought the 
problem to the Committee. The result was the new 
Bissell Dust Mop. A new, more efficient fiber helps 
sell it to the customer. The sectional handle solves 
the problem of storage, shipping and delivery. It 
makes it possible to package in a sales-attracting 
way. In addition, Bissell’s entry into the field creates 
the kind of competition that all retailers love, because 
it results in advertising and promotion that they never 
had before. And, incidentally, the Bissell mop is 
Fair -Traded. 


Fit Into Our Existing Channels of Distribution, A dilu- 
tion of sales efforts makes little sense. We therefore 
weigh a new product very carefully with this in mind. 
Of course, we can no more allow ourselves to be 
bound by a rigid distribution system than we did by the 
old one-product concept. But a product must have 
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very strong features before we allow ourselves to feel 
that it warrants the establishment of a new sales 
structure. 


4. Include a Radical Improvement to an Existing Product. 
It makes no sense, of course, to enter a market that 
is already adequately served. A new product should 
offer something that is not presently available. 


5. Manufactured at a Reasonable Cost. There are con- 
ceivably many new products that could be useful 
around the home. But the cost of production would be 
so outlandish that the product could not be either 
manufactured to sell at a reasonable price with a rea- 
sonable profit, nor marketed at a price that is reason- 
able to a consumer. 


We have attempted, wherever possible, to market a product 
which will in turn sell a consumable product. This has been ex- 
tremely successful in the case of the Shampoo Master and Rug 
Shampoo, and the Upholstery Master and the Upholstery Shampoo, 
We make an original profit on the machine, and a continuous profit 
on the shampoo, 

Each member of the new product committee brings to bear the 
full force of his department’s responsibility. Upon the shoulders 
of the Vice President of Research and Development falls the re- 
sponsibility of seeing that the product is ready to market. When 
this has been achieved, the marketing and manufacturing effort 
then becomes the responsibility of VP Marketing, VP Manufactur- 
ing and VP Controller. 


One of Our Most Important Tools— Test Marketing 


Test marketing is not new or unusual. We have developed, 
however, a procedure that seems to work for us. It tells us what 
we want to know and, if you will, it is a tested test market pro- 
cedure. By that I mean that the findings of the test market are 
usually borne out in our final marketing results. 

A word of caution seems in order, The best laid analyses of 
test marketers oft gang agley. At Bissell we use test market pro- 
cedures as a tool—but we do not abdicate our instincts or our ex- 
perience, 

Our market tests are incorporated in the first instance as part 
of product development, For example, our advertising agency will 
take a new product to a small panel of fifty housewives. This 
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consumer panel then gives us the information we need for two 
areas—firstly, product function and secondly, consumer acceptance 
of the product idea. 

On the basis of these preliminary tests, further improvements 
are made on the product and we can begin to gauge its sales po- 
tential. What we lead up to in these preliminary tests—which in- 
cidentally bring us closer to a realistic pricing of the product—is 
the final test market situation. It is in the test market that we 
project our cost of sales as well as our sales potential. 

There are four factors that we use in a test market survey: 


1. Industry Sales by Market—There is a good deal of in- 
formation constantly available to us through our own 
research, through government figures, and through in- 
dustry figures, on the regional sales by the entire 
housewares industry. We know, for example, that 
there are parts of the country where the housewares 
industry does better as a whole than in other parts of 
the country. We know that on a regional basis that we 
can constantly anticipate attaining a specific and a 
consistent percentage of total industry sales in each 
region, 


Buying Power Index—The buying power index is a 
formula devised by sales management experts to help 
indicate the buying potential of a particular region. 
This formula assigns a weight of two to an area per- 
centage of total population, a weight of three to the 
area’s percentage of total retail sales, and a weight of 
five to its percentage of total disposable income. Pro- 
jecting these three factors in a mathematical function 
gives us a strong indication of the purchasing potential 
in a given area. 


Trade Expectations—We have worked for many years 
with specific distributors in specific areas. We have 
found that those who are successful are the ones who 
intimately know their own marketing areas. These 
are, in all cases, men who are keenly attuned to local 
economic conditions and trends. We therefore rely 
very heavily on their acceptance. What we do then, is 
a very simple thing. We show them the product and 
ask them to tell us how much emphasis of their sell- 
ing time they are prepared to devote to the new prod- 
uct. We ask them, also, to give us this information in 
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relationship to other Bissell products and to evaluate 
it as well in relationship to competitive products. 
Their answers contribute one portion of our final com- 
putation, 


Competitive Figures—While few of the products we 
have introduced have competitive counterparts, an 
analysis of the results of comparable competitive 
products can be useful. For example, although we 
knew that the Bissellectric Scrubbmaster was con- 
siderably different than a competitive floor washing 
product which preceded it on the market, we still had 
some gauge for understanding the potential acceptance 
of a floor scrubbing appliance, 


An analysis of each of these four facts gives us a profile of our 
potential sales in a test market area. 

In selling there is, of course, the sales effort itself. For ex- 
ample there is obviously a relationship between actual sales and 
the advertising budget. Our formula here is very simple. We 
simply take a projected sales figure for the test market and assign 
our gross profit for that market area as our advertising budget in 
that marketing area. 

What do we expect to learn from a test market? What is the 
gauge of success in a test market? 

Firstly, the test market is a success if it gives us enough val- 
uable information to make a valid and successful sales projection 
on a national basis. Thus, it is quite possible for us to fail to 
meet our test market sales projection while still considering the 
test a success. So long as we learn the whys and wherefores, 
we’re ahead of the game, 

What we try to achieve in a test market is a consumer fran- 
chise on the product. We try to determine and to create a brand 
identity. We seek in a test market, to achieve trade acceptance 
and product dominance. When we have learned how to do this with 
a specific product in a test market campaign, then we know how to 
do this for the entire national market. 

The test market campaign may last for only four weeks plus 
another four weeks of evaluation. During this period our finger is 
constantly on the sales pulse. Is the price too high or too low? 
Does the idea of the product capture the public’s imagination? 
Does the consumer quickly grasp the product’s usefulness to her? 
Is the advertising having its proper impact? Are we using the 
right media and media techniques to reach the right people for this 
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product? Is the packaging doing its share of the job, both in dis- 
play and in handling? These are among the hundreds of questions 
we ask during a test market campaign. 

At the end of the campaign, as you can see, we know a great 
deal. It is then a simple matter to project our sales, whereby we 
can project our manufacturing needs, whereby we can cost out our 
entire effort. 

This, then, is our method for projecting sales forecasts. We 
find that it works with only a small margin of error—a remark- 
ably small margin of error, considering the possible variables. 
Selling, of course, is subject to national and regional economic 
conditions. And yet, this system has done an excellent job for us 
of surviving such fluctuations. 

These, then, are some of the tools that have turned Bissell 
from a one-product to a multi-product company—from a company 
that was merely surviving to a company that has grown and is 
growing to a position of dynamic leadership. We have learned in 
a relatively few years how to coordinate manufacturing concepts 
and marketing concepts, and how to move ahead in a modern econ- 
omy with speed and flexibility. 

Let me show you one other product that has been built as part 
of our new management program—our new $34 million plant. The 
plant is not only the result of this program—it is an important fac- 
tor in it. Having been especially designed to function under mod- 
ern management concepts, it serves to enhance the program in 
many ways. 

Bissell, we feel, is a successful company. It is successful be- 
cause we have allowed ourselves to be fully cognizant of the best 
and most modern concepts of management science—from adminis- 
tration to marketing. If we are as successful as we feel we are, 
it is because we have successfully applied today’s methods with 
today’s company. 
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39. THE MARKETING ORIENTED 
TECHNICAL PRODUCT 
DEVELOPMENT PROGRAM 


J. G. Crockett* 


The responsibility for coordinating and communicating all 
information pertaining to product development should be 
given to the Marketing Research Department. This change 
in organization—a greater recognition of the marketing 
concept—would permit more rapid adaptation to changing 
market conditions as well as more efficient use of time, 
people, and money. It would not mean any drastic changes 
in the functional responsibilities of the Marketing Research 
Department. 


ET me start by describing a situation that could exist in part or 
in total, within a company actively engaged in product develop- 
ment work. 

First, all available market and consumer data has been assem- 
bled pertaining to a new product category that is of current inter- 
est to the company. The management group and New Products 
Department have reviewed this data and eventually approval is 
given to activate the new product ‘‘X’’ project. This approval 
could come from the President, Executive Committee, New Prod- 
ucts Committee, or Vice President of Marketing, depending on 
organizational setup and who’s responsible for this activity. The 
New Products Department takes over the assignment and in due 
time contacts each of the segments of the company who will be in- 
volved—Engineering, Accounting, R/D, etc. 

In his discussions with R/D, the New Products Manager con- 
veys, to the best of his ability, what it is Management wants in the 
product. Out of these meetings comes an agreed set of specifica- 
tions. From this point on, the New Products Manager coordinates 
all phases including R/D, leaving the operating details to each de- 
partment or activity. 


*J, G. Crockett, The Nestle Company, Inc. 
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The R/D Manager then assigns the project to the appropriate 
lab, which in turn, establishes the work schedule considered nec- 
essary to achieve success within the given time. The lab’s direc- 
tion from the main office has been in the form of general specifi- 
cations, so they are more or less left to their own means of 
defining exactly what specific direction their work should follow. 
As a result, their initial experimentation is done in a number of 
directions to make sure all bases are covered. For example, they 
might work concurrently on a dry powder and liquid form for 
Product ‘‘X’’, These variations are then evaluated, screened, re- 
worked, re-evaluated, etc. 

Eventualiy from this work, one, perhaps two, final variations 
are selected for consumer testing by the Company’s Marketing 
Research Department. 

The test is then run as planned and results come back with a 
rather horrifying answer—the product is rejected by the consumer 
panel. 

The next move is quite obvious, back tothe lab—this time, how- 
ever, with more specific direction from the consumer viewpoint— 
more work, more experiments, etc. 

What are the implications of this rather brief illustration? 


1. There has been a considerable investment in time 
without productive results. Further work means un- 
expected delays to the over-all project with a possible 
weakening of any strategic position the Company may 
have had when they began to develop the product. 


The expenditure of money, no doubt, will eventually 
exceed funds budgeted for the project because of the 
added cost of going back to rework the program. 


And finally, it reflects unfavorably upon the R/D’s 
ability to develop the right type of product. 


In other words, it all adds up to a rather poor showing for 
those involved in the product development stages of the project. 
Inject this lack of specific direction, if you will, into the present 
atmosphere of urgency presently attached to new product work, 
and it is quite apparent that the conditions in many laboratories 
would reach chaotic proportions, 
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Solution is in Simplified Well Defined 
Lines of Communication 


How can the situation be eased? How can the laboratory be 
more productive? Can we minimize time requirements on their 
projects? Can we reduce the exceedingly high cost of develop- 
mental work? 

There is a simple answer—better planning. Better planning is 
possible by improving communication—coordination procedures as 
it pertains to the development of new products. 

Let me emphasize, at this point, that we are not implying that 
the New Products Department is functioning inadequately in their 
role of coordinating the over-all project, i.e., preparing the com- 
plete marketing plan, establishing pay out period, etc. Weare 
suggesting, however, that their range of coordinating responsibili- 
ties are usually so broad in scope that there is seldom any 
provision for working in great depth in any one specific area— 
particularly, the vitally important one of technical product devel- 
opment, 

The improved procedures for which we are asking, must take 
the form of a more direct and continuous relationship between the 
three segments most intimately concerned with the product: Man- 
agement, the Consumer, and R/D (including the laboratory). 

In other words, it would be ideal if the lab technician could 
deal directly with top management to determine the precise direc- 
tion for product development work. The technician would also 
need the same face-to-face contact with the product’s user to 
determine specifications that are oriented to consumer wants/us- 
age patterns, etc. He also would want to go back to this consumer 
in the early stages of developmental work to verify that he is 
moving in the correct direction. 

While this elimination of all intermediate levels of discussion 
and correspondence would certainly go a long way towards cor- 
recting the areas of misinterpretation and/or generalization, it 
is, of course, completely impractical. The next best solution, 
therefore, would be to simplify the lines of communication to as 
much a direct one as is possible. This can be accomplished by 
utilizing a single coordinating department that is already in exist- 
ence in most companies. At most, there would have to be some 
slight modification of the organizational structure and a redefining 
of the areas of responsibility. 
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Marketing Research Department Best 
Qualified to Implement Program 


This paper proposes that the responsibility for coordinating 
and communicating all information pertaining to product develop- 
ment, be given to the corporate or centralized Marketing Re- 
search Department. 

Now on the surface, this statement does not convey any truly 
earth shattering concepts and this was never our intent, for we 
are all well aware of the numerous contributions by Marketing 
Research in the new products area. 

For example, we have all probably assembled data from both 
primary and secondary sources and analyzed it for the Company 
in terms of new product opportunities. We have also all functioned 
in some form of final large scale product testing to measure ac- 
ceptance under near normal usage conditions. 

Our intent, therefore, is not to merely advocate better ways of 
doing the above activities, but rather to suggest supplementing 
these by having Marketing Research work more directly with the 
laboratories and on a continuing basis during all stages of the 
product development work. This will be covered later on in much 
more detail. 

For the moment, let me summarize some apparent advantages 
to this proposal—at least, as we see them: 


1. Marketing Research has the closest communication 
with the consumer and, therefore, knows more about 
their likes and dislikes, idiosyncrasies, etc., than any 
other group in the Company. This first hand knowl- 
edge can be conveyed directly to the technical people 
as they attempt to orient product to the market. 


The Department reports directly to some aspect of 
top management—the Vice President of Marketing, 
and in some cases, the Executive Vice President and 
occasionally, the President. These are the people 
with over-all responsibility for providing new product 
direction, 


They are trained and experienced in the use of more 
advanced techniques of design and analysis—much 
more so than any other marketing group in the Com- 
pany. These characteristics would encourage a 
closer working relationship with laboratory people of 
similar aptitudes. 
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4, The forté of the Marketing Research people is their 
objective, systematic approach to analyzing and in- 
terpreting data. These aspects are vital in providing 
a direction for product work and in evaluating prog- 
ress at the laboratory. 


5. The Department is, in itself, a coordinating unit with- 
in the marketing function. They, therefore, have 
more experience at this activity than any other de- 
partment, In its present setup in most companies, it 
is the Marketing Research Department which acts as 
the ‘‘go-between,’’ between the consumer and the 
market, and marketing management. This additional 
activity would merely extend the coordinating function 
into other areas within the company, where a knowl- 
edge of the consumer is of equal importance. 


Five Functions Defined to Achieve a More 
Market-Oriented Product Development 
Program 


As stated earlier, we do not envision any change whatsoever in 
the present Research—New Products relationship as it exists in 
many companies, For this reason, the first function to be enu- 
merated will essentially be a ‘‘re-hash’’ of one already in exist- 
ence. It is included, however, to bring proper perspective to the 
over-all proposed program. 

With this thought in mind, we are suggesting the following five 
specific functions be performed by Marketing Research to bring 
about a market-oriented program that goes beyond the concept 
stage and actually works. 


1. Assist Marketing Management in planning product re- 
search programs. The Department’s continuous anal- 
yses and investigation of the consumer and markets, 
puts it in an ideal position to spot trends, determine 
new product opportunities, and plan changes in exist- 
ing products as competitive needs warrant it. This 
continuous playback to marketing management and 
New Products Department enables them to then plan 
out their longer range product requirements on a 
more definitive basis. 


2. Define specific profile of the new products based upon 
consumer and market data. When New Products 
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Department has management approval to activate a 
project, Marketing Research reviews, analyzes, and 
interprets all available data to define usage patterns, 
awareness levels, needs, attitudes, etc., so the prod- 
uct specifications can be closely attuned to the con- 
sumer. In those cases where no data were availabe, 
Marketing Research would have the opportunity to 
recommend and execute the proper program of as- 
sembling this information. 


This work would all be done prior to the assignment 
being given to the Research and Development people. 
Once assembled, the data would be passed on through 
the proper channels to the Research and Development 
Manager, so that he could plan the work with the ap- 
propriate laboratories. It is important to note here 
that much of this is being done in many companies to- 
day, but the degree of preciseness is not always suf- 
ficient to be really beneficial to the technician in the 
lab. 


Work directly with laboratory in planning project from 
viewpoint of what stages of development to measure 
and evaluate progress. After the Research/Develop- 
ment Manager has programmed the work with the 
laboratory, Marketing Research would then help that 
lab establish the detailed work schedule, their pri- 
mary concern being to pre-select those various stages 
of development that will require some form of meas- 
urement and evaluation for immediate playback to 
those directing the specific project. 


This third function is clearly the ‘‘nuts and bolts” of 
the entire proposed approach, for it is this day-to-day, 
face-to-face, contact that will produce a workable re- 
lationship with the laboratory. Needless to say, the 
constant reminder coming from the consumer oriented 
marketing research people, will go a long way to- 
wards getting these non-marketing people to think 
from this very necessary viewpoint. 


Establish properly designed techniques for evaluating 
laboratory progress and administer the over-all 
measurement program. This would utilize all known 
valid techniques of experimental design, controlled 
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panel testing and the in-home usage techniques. The 
work would be administered at both the laboratory 
level and through the centralized research depart- 
ment, with final choice depending upon the stage of de- 
velopment. 


Analyze/Interpret all testing data. All data accumu- 
lated from the laboratories’ testing procedures would 
be analyzed and interpreted by marketing research 
personnel; the purpose for this, of course, is to in- 
terpret the data from the marketing and consumer 
viewpoint, rather than the technical viewpoint. 


Up to his point we have attempted to build a case for the pro- 
posed expansion of marketing research over into produce develop- 
ment work by citing numerous advantages to the move. We have 
also enumerated the specific functions deemed necessary to 
achieve this goal of a market-oriented product program, 


Organization to Administer Functions Requires 
Only Minimum of Change 


First let me comment on the staff requirements considered 
necessary to administer these functions. Actually there need be 
only minor changes when you consider how most Marketing Re- 
search Departments are organized today. I am referring to the 
widespread use of an individual or section who is responsible for 
administering the large scale in-home testing program. The re- 
sponsibility of this person, or persons, wotid merely be expanded 
to include the testing function at the laboratory. 

To bridge this gap between the main office and the lab, it is 
extremely important that a trained research analyst be placed on 
location at the laboratory to provide the necessary service to the 
technicians on an as-needed basis. He should be of sufficient 
stature to command respect and possess the strength to stand by 
his convictions regardless of the pressures brought against him. 

This new analyst would be responsible for administering the 
laboratory testing program in accordance with the policies estab- 
lished by the centralized Marketing Research Department. While 
his range of activity would be specifically defined, there should be 
sufficient latitude to enable this analyst to exercise considerable 
judgment in the selection of test designs and analytical approaches, 
Over-all responsibility for the entire program, of course, falls on 
the Marketing Research Manager or in those cases where there is 
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a specific section devoted to this activity, or that supervisor’s 
shoulders. 

This new analyst would be an employee of the laboratory, re- 
porting directly to its administrative head. The relationship with 
the main office Marketing Research Department would be an in- 
direct one, limited strictly to functional matters and nothing else. 
By this we mean, an exchange of ideas—advice on technique—re- 
viewing of analysis and interpretation, etc., but with no adminis- 
trative authority over the man. 

In addition to the functional relationship just described, the 
Marketing Research Manager (or appropriate Supervisor), would 
also deal with numerous main office departments. Most frequently 
this would be the R/D and New Products Departments as con- 
sumer and market data are communicated to them for the purposes 
of defining and evaluating new products. 


Established Procedures, Testing Standards and 
Budget Responsibilities Provide Necessary 
Control Devices 


With the authority and responsibility must go the means of con- 
trolling the program, particularly since it is based upon functional 
rather than direct administrative concepts. The means by which 
this control can be exercised are three-fold: 


1. Establish procedures for initiating and planning as- 
signments designed to measure the lab’s progress on 
projects. A project request form, request for re- 
search, or some other similar procedure will suffice. 
Most established departments already utilize some 
such device, so its use would merely be extended into 
this new area. As a new project is scheduled at the 
lab, the request is completed by its Research Direc- 
tor and forwarded to the Marketing Research Manager 
at headquarters, with a copy going directly to the 
analyst at the laboratory. In addition to initiating the 
project, it provides a place to state the necessary 
background information, time requirements, etc., so 
the testing methods can be realistically planned. 


Establish the necessary procedures regarding Testing 
Techniques and Controls to measure against. A study 
plan device would be one way of doing this. Again, 
many departments use a similar method to plan out 
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their individual projects internally, so this too would 
be used in this instance. For example, when the anal- 
yst at the lab receives his copy of the request form 
just described, he should be guided by it in develop- 
ing an over-all plan for measuring progress of the 
project, covering stages of testing, techniques to use, 
time and money requirements, etc. This is reviewed 
and discussed with the person responsible for this 
work in the centralized Research Department, and 
when approved, is then generalized in layman terms 
as the over-all proposed method of evaluating the 
specific lab project. This is then approved by appro- 
priate department heads (probably Marketing Re- 
search and R/D), and the analyst has his direction for 
administering the assignment, 


A second requirement is to develop basic SOP’s on 
testing techniques, so the analyst at the lab can oper- 
ate successfully within these prescribed policies in 
fitting the necessary measurement devices to the 
specific problem. For example, in testing for prefer- 
ence of one product over another, the test would al- 
most always be preceded by some form of evaluation 
by the experts and/or consumer, to make sure there 
are enough differences to justify a preference test. 
While a number of techniques are available, the spe- 
cific one to use could be left to the discretion of the 
trained analyst, the important thing is to establish 
basic concepts from which the man can operate suc- 
cessfully. 


Maintain control over the monies budgeted for con- 
sumer evaluation of products at all stages of testing. 
In companies where the entire marketing research 
budget is centralized within the department, it only 
needs to be enlarged to cover the expanded activity. 
In other companies where the department has no mar- 
keting research services budget, they merely admin- 
ister someone else’s money. The same would occur 
for R/D product testing, i.e., the Research and R/D 
Managers would develop the budget jointly, determin- 
ing amounts of R/D money that will be required to 
assess the varied projects over the coming year, then 
the Research Department would be responsible for 
controlling the budget. This approach would be more 
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likely to occur under the organizational setup de- 
scribed above. 


Measurement Devices Aimed at Obtaining 
Consumer Reaction at Early Development 


Stages 


While the purpose of this talk is not to become involved in 
techniques per se, some general comments regarding methods of 
The objective, of course, is to obtain 
the ultimate user’s reaction to the product at its developmental 
stage, so the specific direction can be validated before subsequent 
efforts are expended by the lab at final refinements. Three clear- 


measurement are in order. 


ly defined steps are available which will cover most situations: 


1. 


Initial evaluation by panel of experts. This procedure, 
when carefully designed and controlled, will produce a 
valid, objective measurement of what the laboratory 
experts themselves think about the range of new prod- 
uct variations they have developed. We first of all 
want to identify those that are different, and those that 
are similar. Then the totally different products are 
separated from the group and in turn are identified 
for their important characteristics such as flavor, 
aroma, texture, etc. These different products are 
then ranked in order of preference by this panel of 
experts, 


Following this testing procedure, the experts as a 
group, in consultation with the research analyst, se- 
lect the range of products to be evaluated next by the 
consumer. It is important to note here, that the eval- 
uation at this stage is primarily for screening pur- 
poses, and in no way is to be taken as a measurement 
of preference by these experts. We have absolutely 
no interest in what they like and dislike. Our objec- 
tive is to please only the person who buys—the con- 
sumer. 


Initial consumer acceptance testing. These screened 
products are then tested among small panels of con- 
sumers, usually ranging in sizes from 25 to 100. 
These tests can either be done in panels where the 
products are tried on a single trial basis or they can 
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be placed in the home and used over a period of time 
continually to measure cumulative reaction. The 
most desirable type of consumer for this initial test- 
ing, is usually one highly interested and appreciative 

of this work, and also very discriminating in her abil- 

ity to identify and comment on characteristics of the 
product being tested. 


At this stage we are not so much interested in obtain- 
ing a representative reaction, but rather a directional 
one. In pleasing the above average consumer, we 
theorize that the less discriminating will also find the 
product acceptable. 


There are numerous devices for locating this con- 
sumer, i.e., place products only in upper middle- 
upper income neighborhoods, utilize screening ques- 
tions that evaluate brand loyalty, attitudes towards 
the product class—quality differences, etc. 


The results of this testing step are then analyzed and 
interpreted in light of how the experts evaluated the 
same products. In most cases, the result of this con- 
sumer acceptance testing indicates the products must 
be returned to the laboratory for further modification, 
At this point, a new cycle of development is started 
and following changes in these products, they are re- 
evaluated by the experts, and then put out on test 
again, with this small acceptance panel, When the 
ultimate in this product has been achieved, the product 
is then ready for a final large scale test, to confirm 
that it really is as good as the small panels indicated. 


Final In-Home Test. This final large scale test is 
usually done under as near normal conditions as can 
be duplicated. They are large enough in scope to 
measure sectional differences that may occur, as 
well as an analysis by major brand using families. 


Summary 


Without going into unnecessary detail, we have described the 
reasoning behind our proposing this broadened marketing re- 
search activity. We have, in addition, covered some of the ele- 
ments such as specific functions, organization, lines of authority, 
controls considered necessary to implement such a program, We 
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have tried to stay more with the broader concepts rather than a 
detailed step-by-step rundown, because varying conditions within 
companies rarely permit adapting such ‘‘check lists’’ to an actual 
situation, 

In summary, let me offer some brief comments as they per- 
tain to the subject matter just presented. 

First, the byword today is the marketing concept. This is 
achievable through effective marketing coordination, which, of 
course, is the topic of this conference. 

An appreciation for this concept is currently at a very high 
level, for it permits a company to adapt more rapidly to changing 
market conditions that are pressured by increased competition. 
It also offers the chance for relief from the profit squeeze by 
lowering costs through the more efficient use of time, people and 
money, and by stressing the importance of new products with their 
higher gross margins, 

Inject product development work into this atmosphere and it is 
understandable why it must be intelligently directed and coordi- 
nated by marketing. 

This paper proposes one approach to implementing such a pro- 
gram. It utilizes an existing staff marketing department but ex- 
pands its responsibility into a non-marketing area. It does not 
require any drastic changes in their functional responsibilities: 
they still must coordinate, study the consumer, analyze and inter- 
pret data objectively, etc. It stresses the need for a close working 
relationship with the lab from the beginning and continuing on 
through all stages of the product development, and finally, this is 
more achievable by stationing a research analyst on location at the 
laboratory, to serve as the analytical tool of these technicians as 
they work on their projects. 


Part Four 


COORDINATION THROUGH CONTROL 
— CONTROLLABLE VARIABLES 


D. The Role of Physical 


Distribution 


40. THE ROLE OF PHYSICAL 
DISTRIBUTION IN MARKETING 
ORGANIZATION 


Edward W. Smykay* 


Physical distribution management, chiefly the management 
of transportation and storage, must be accepted by busi- 
nessmen as an important area. Only through this accept- 
ance will sufficient control over these functions and ade- 
quate personnel be obtained. Physical distribution must be 
looked upon as a system rather than several separate and 
distinct activities if it is to be effectively managed. © 


UST a few short years ago, only a few lonely voices extolled the 

virtues of physical distribution management. Today, there ap- 
pears a new awareness of its potent effect on efficient and profit- 
able operations. Top management no longer seeks a ‘*‘Goldmine 
in Transit’? as once reported in Dun’s Review but, rather, search- 
es for diamonds in distribution. 

Three major problems in implementing known principles of 
distribution analysis are: 1) structuring effective organization, 
2) discovering applicable methods, and 3) finding properly quali- 
fied personnel. These three components are interwoven into a 
single fabric, and any attempt to treat them separately results in 
ineffective implementation, Proper recognition of such interrela- 
tions must begin with a definition of the field of physical distribu- 
tion, 

Since there appears some difference of opinion as to the proper 
definition of physical distribution management, I shall propose my 
own. Physical distribution management is the emerging business 
science which deals with the control of material flows through a 
facilities network. By this definition, included are all materials 
in motion and all storage facilities except those directly related 
to production. It follows naturally that the main components of 
physical distribution are: 1) transportation, and 2) storage. 
Without control of these two key areas and their subsidiary ele- 
ments, integrated management of this function is impossible. 


*Edward W. Smykay, Michigan State University. 
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The main elements of any science are: 1) a systematic body 
of knowledge, 2) numerical expression of data, and 3) established 
principles showing the interrelationship of data. A science con- 
tains a set of laws useful in developing procedures and designing 
experiments. The importance of this point to physical distribution 
is that there currently exists a body of laws useful in analyzing 
alternative systems of action in a distribution network in the 
same fashion as any experimental science. 


Importance of Physical Distribution 


It is now well established that the cost of manufacturing a prod- 
uct is less than the cost of moving raw materials to plant and fin- 
ished products to customers. Recent studies show that manufac- 
turing costs account for only 41 per cent of final consumer prices, 
while non-manufacturing costs account for 59 per cent. Of these 
non-manufacturing costs, physical distribution is likely the largest 
cost of doing business in most firms. While substantial cost re- 
duction may continue to occur as a result of improved production 
methods, potential savings in physical distribution lead to its cor- 
relative importance to more glamorous product manufacture. 

Cost categories of this important function include: 1) invest- 
ment in fixed facilities such as warehouses; 2) transportation 
expense, 3) packaging, and 4) inventory cost of goods in the dis- 
tribution pipeline. The freight bill alone amounted to about 40 
billion dollars in 1959. In my own experience, this cost category 
represents anywhere from one-fourth to one-sixth of total physi- 
cal distribution cost. If this reflects average experience, physical 
distribution expense in the United States amounts to somewhere 
between 160 billion dollars and 240 billion dollars. A one per 
cent reduction in this cost category can conceivably increase 
business profits in this country by as much as 2.4 billion dollars. 
For those companies doing nothing in analyzing their physical 
distribution costs, reductions of at least 10 per cent are, general- 
ly, easily attainable. 


Physical Distribution as a System 


In the systems concept, attention is focused upon the total ac- 
tion of a function rather than upon its individual components. One 
illustration may clarify the point. Traffic department reports of a 
few years ago indicate that attention was generally focused on 
savings in transportation. Indicated savings, in fact, frequently 
reflected real savings to the firm; perhaps just as frequently, they 
were illusory. 
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For example, one major method of reducing transportation 
charges is to consolidate shipments into large lots. But such 
consolidation tends to cause delay in shipping schedules, thus ad- 
versely affecting inventory levels. Conceivably, such delays may 
result in inventory cost increases actually greater than freight 
rate reductions, thus increasing total distribution cost. Given 
product value, consolidation delays, freight rate schedules, and 
time in transit, the actual distribution costs via alternative ship- 
ping schedules is determinable. 

In the above simple cases, the dangers of fragmented organi- 
zation are illustrated. When each cost center is analyzed sepa- 
rately, it is entirely possible and probable that, while cost in each 
center is independently minimized, the total cost of the entire sys- 
tem is not at all minimized. 

In this connection, it may be indicated here that the profit-and- 
loss statement, geared to profit accounting, and the balance sheet, 
designed to estimate financial position, are of little practical 
value in physical distribution analysis. Traditional accounting 
systems are rarely appropriate to the kind of analysis needed; 
such analysis thus requires a high number of special studies 
transcending the limits of present accounting practice. 


Methods Used in Physical Distribution 


Marketing orientation places greater reliance on logistic sup- 
port, which leads directly to a more important role for transport 
control than results from production orientation. ‘‘Gray areas’’ 
of responsibility abound in a production-oriented firm; a market 
orientation, on the other hand, provides the long bench which per- 
mits the rational collection of these responsibilities and prevents 
their ‘‘falling between the chairs.’’ 

Available studies on physical distribution suggest three types 
of orientation: 1) transportation, 2) engineering, and 3) mathe- 
matics. 

In the engineering approach, great effort is expended toward 
facilities improvements. New materials handling methods, load- 
ing and unloading devices, changed boxcar and trailer designs, 
and other such mechanical innovations of a predominately engi- 
neering type are the central theme of this approach. 

With transportation orientation, shipping schedules, transport 
selection, and rate adjustments overshadow other considerations. 
In some cases, rather sophisticated approaches are employed in 
solving this class of problems. 

Mathematical model building requires a reconstruction of 
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physical flows of materials and goods through the entire network 
of distribution and transportation facilities. Representative types 
of mathematical methods used in this type of analysis include: 
1) similation, 2) linear programming, and 3) synthetic cost anal- 
ysis. 


Personnel 


Dynamic growth in the complex development of American busi- 
ness raises serious issue of sources of executive supply general- 
ly. Forecasts of the supply of budding executives in the age group 
35-45 indicate that, for the next ten years, the number of persons 
in this age group will remain virtually constant as a result of 
scarcity. Business recruiting practices in the colleges have been 
significantly altered from a mere search for bodies to a highly 
competitive market for top talent. All indications are that present 
scarcities of executive talent are a long-run phenomenon and not 
a temporary condition. 

Given this competitive environment, the question arises as to 
where skilled distribution analysts shall come from. Most prob- 
ably they will come from present executive pools in traffic, pur- 
chasing, marketing, and industrial engineering. But this will oc- 
cur only among the few who are trained in modern mathematics 
and who also have an appreciation of the total system of materials 
and product flows in a marketing environment. 

The second source of supply is among the few universities 
presently offering formal academic training in physical distribu- 
tion. To my personal knowledge, Michigan State University, the 
institution which I presently represent, was the first university to 
offer formal academic programs related to physical distribution. 
Our first course in this area was offered five years ago and now 
consists of three closely related courses covering practically all 
of the critical places of the field. In addition, supporting courses 
in marketing, economics, packaging, purchasing, and others are 
offered. Those graduating from this program are in high demand 
for both academic and industrial positions. There is abundant 
evidence that other universities will soon follow with programs of 
their own design. 

In addition to formal academic programs, there are now in 
existence a number of short courses in continuing education for 
executives. Among these, the American Management Association 
has been in the forefront as indicated by today’s program. These, 
I am sure, will continue to grow in abundance and variety so that 
gearing up for expert performance in the complex field of physical 
distribution will be eased as a result. 
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Organization of the Distribution Functions 


Any attempt to prescribe in detail an organization structure to 
fit all situations is foredoomed to failure. Existing organization 
structures, available personnel, and individual corporate objec- 
tives all act to temper any ideal organizational arrangement. 

The reality of existing facts transmutes the empty boxes and 
straight lines of organization charts to vitally operating organ- 
isms. The fundamental asset of any company in assessing its 
future potential lies more with its people than with the mere for- 
malism of organization charts, balance sheets, profit-and-loss 
statements, and other paraphanalia of corporate life. 

Rather than attempt to define an organizational structure in de- 
tail, I prefer to outline the main elements of a distribution pro- 
gram. From this, an organization may be tailored to suit existing 
circumstances of particular companies. These main elements 
are: 


Make market forecasts by regions, states, Standard 
Metropolitan Areas, counties, and cities. 

Set inventory levels to satisfy market demand within 
the limits of an agreed-upon customer service level. 
Establish production requirements to meet finished 
product and inventory standards. 

Establish most economical sources of supply with 
reference to their locations and associated cost of 
movement, 

Determine the appropriate number of warehouses to 
achieve minimum cost within prescribed service lim- 
its. 

Establish a communications system to control flows 
of materals through facilities. 

Analyze packaging requirements. 

Select transport alternatives. 

Choose materials handling systems for distribution 
facilities. 

Determine most economic shipping patterns. 
Determine most profitable market areas. 

Coordinate sales and promotion with logistic support. 
Set order-process and order-pick methods. 

Influence plant location decisions. 

Determine warehouse locations, 

Make studies of raw material and product flows. 
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Conclusion 


In conclusion, I wish to say that the organization of the physi- 
cal distribution function depends on: 1) availability of personnel 
trained in the field; 2) present orientation of the corporation, 
whether outwardly to marketing or inwardly to production, and 
3) acceptability of the importance of this area of business on the 
part of the chief executive officer. 

While in some cases strong centralized control over the phys- 
ical distribution is possible and desirable, in others, a loose co- 
operative arrangement is more suitable. In any case, whether a 
single head or a cooperative method is selected to control all of 
the function, fragmentary and individual control must be avoided 
at all cost. A fragmented approach to this peculiar function leads 
only to no control of it at all. 
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41. THE ROLE OF THE 
MARKETING EXECUTIVE 
IN PHYSICAL 
DISTRIBUTION 


Donald J. Bowersox* 


Physical distribution efficiency must be achieved to main- 
tain profitable sales activity in competitive markets. Phys- 
ical distribution is the problem most neglected by the mar- 
keting executive—the most logical candidate for develop- 
ing distribution plans. The need for goal directed programs 
including physical distribution planning is emphasized by 
the current cost-service struggle. 


EEKING streamlined procedures to relieve the ‘‘profit squeeze’’ 

enterprising businessmen have become increasingly aware that 
physical distribution efficiency must be achieved to maintain 
profitable sales activity in competitive markets. When one eval- 
uates the fact that typical profit margins represent from 1 to 10 
per cent of gross sales, the impact of physical distribution upon a 
firm’s survival becomes staggering. For the average firm, phys- 
ical distribution consumes between 25 and 33 per cent of each 
sales dollar. A firm’s longevity may very well depend upon re- 
ducing this third highest cost of doing business. The fundamental 
need to control distribution cost has resulted in widespread con- 
centration of corporate activity upon research and implementation 
of scientific distribution planning. 

Among the many problems consuming the time and talents of 
marketing executives, those most neglected relate to physical dis- 
tribution, Executives, primarily concerned with developing a cor- 
porate market orientation, have rightfully concentrated attention 
upon molding market research, product development, pricing, per- 
sonal selling and advertising into a goal directed marketing 


*Donald J. Bowersox, Assistant Director, Business Development Division, 
R.E.A. Express. 
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strategy. Experiences of firms rallying to the challenges con- 
tained in developing streamlined physical distribution systems 
have revealed considerable confusion concerning the proper role 
which the marketing department should play in meeting this crisis, 
There will be variations due to types of firm, industry and most of 
all due to available personnel. However, to a large degree, an 
answer may be found by examining some factors involved in phys- 
ical distribution planning. 


Physical Distribution Planning—A Necessary 
Corporate Function 


Physical distribution planning may be defined as that area of 
business management responsible for developing systems capable 
of moving raw materials and finished products in a manner de- 
signed to maximize corporate marketing effort. Similar to mar- 
ket planning, physical distribution planning, when properly exer- 
cised, cuts across, and embodies elements of, most corporate 
decision making centers. 

Fundamental to sound distribution planning is a basic recogni- 
tion that logistics represents considerably more than a facilitating 
function secondary to sales and marketing. The most devoted ex- 
ponent of this viewpoint is the marketing manager who has imple- 
mented a new product promotion only to arrive at market intro- 
duction with retailers and wholesalers lacking initial stocks, 
Regardless of this fundamental need for split second coordination 
between demand creation and physical fulfillment, marketing lit- 
erature continues to describe product storage and transportation— 
two of the many physical distribution functions—as supporting ac- 
tivities only worthy of cursory consideration. This historical bias 
in marketing thought has resulted in considerable criticism of 
distribution efficiency with little appreciation or positive consid- 
eration of the broader spectrum in which logistics plays a vital 
role, 

The fundamental need for goal directed distribution planning 
is clearly emphasized by the cost-service struggle currently 
plaguing management. It has become apparent during the last 
decade that profitable marketing activity can only be realized when 
a balance is achieved between minimum cost distribution and the 
tendency to be victimized by the service spiral. 

A minimum cost distribution system is designed to move goods 
in the cheapest manner with little or no consideration given to the 
influence of service elasticity of demand. It is an economic fact 
that minimum cost arrangements do not necessarily represent 
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profit maximization positions, Therefore, in distribution plan- 
ning, it is necessary to safeguard against arbitrary reductions in 
field inventories, warehousing, and other distribution components, 
Programs which have as their objectives short-run economies 
may simultaneously jeopardize market entrenchment, 

Equally disadvantageous in terms of profitability is the more 
universal tendency among firms to maintain inventories in each 
customer’s backyard. Maintaining large numbers of localized 
field inventories is an expensive habit which, in final analysis, 
may result in substantial losses. Variable product line turnover 
tends to strain service oriented distribution systems. For a typi- 
cal warehouse it takes approximately 75 per cent more inventory 
to satisfy 95 per cent of customer sales from stock than it does to 
satisfy 80 per cent. Many firms who attempt to supply in excess 
of 90 per cent of sales from forward inventories actually lose 
money on many slow moving products. Unproductive sales, from 
a fully allocated cost-revenue perspective may be required to 
maintain line continuity. However, such marketing activity must 
be subject to stringent control. 

Very few sales managers, who, by nature of their basic re- 
sponsibility are inherently dedicated to high customer service 
levels, can adequately evaluate the impact of service upon sales. 
The evaluation of service as a non-price form of competition rep- 
resents one of the most complex problems encountered in busi- 
ness planning. In its basic context the problem is simply stated 
as the requirement to quantify service elasticity of demand. To 
date, the few naive attempts to measure service-revenue rela- 
tionships raise considerable doubt concerning the need for in- 
stantaneous customer service in a wide range of industries, Evi- 
dence indicates that the critical factor in meeting customers’ 
‘real’? needs may very well require consistent rather than in- 
stantaneous service. Consistent service provides the certainty 
required to obtain high levels of coordination between the many 
segmental decision centers involved in marketing. 


Strategy in Physical Distribution Planning 


Fundamental to all planning is the range of alternative strate- 
gies available. Two basic strategies are available to guide dis- 
tribution planning. First, a network of distribution warehouses 
can be established, based upon the strategy that corporate mar- 
keting goals are best complemented by maintaining field inven- 
tories at select locations. Second, a direct distribution system 
may be developed based upon the strategy that risks experienced 
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in obtaining goals are minimized by holding centralized inven- 
tories. The specific alternative justified in a given situation de- 
pends upon a wide range of marketing and distribution factors 
peculiar to the specific firm. For a great number of firms an ef- 
fective program will be one containing a blend of these two strate- 
gies. 

A discussion of the salient elements leading to a specific dis- 
tribution program are obviously beyond the scope of this brief 
treatment. However, apparent in a close examination of basic 
considerations underlying alternative strategies is the fact that 
the marketing goals aspired to by the firm are the fundamental 
variables determining the configuration of a sound distribution 
system. It is important to fully realize that physical distribution 
strategy in reality means inventory strategy. It centers around 
the question of when to hold what and in what quantities. The only 
sound answer to these questions must stem from a penetrating 
evaluation of market intelligence and resultant marketing goals, 
The marketing executive represents the logical candidate for out- 
lining broad distribution strategies since he has prime responsi- 
bility for the formulation of market targets. 


The Central Role of the Marketing Executive 
in Physical Distribution Planning 


In advocating a central role for the marketing executive in dis- 
tribution planning, the case rests simply upon the fundamental 
need for coordination in order to avoid artificial segmentation of 
an otherwise integrated marketing program. The evidence sup- 
porting this position is the high degree of natural exposure the 
marketing executive enjoys to information necessary for effective 
coordination. Market information plus his relative insulation from 
excessive cost or service bias represent the marketing executive’s 
basic qualification for directing distribution planning. Two com- 
ments are in order prior to elaborating upon basic prerequisites 
the marketing executive must acquire in order to meet this chal- 
lenge. 

First, in advocating distribution planning under the marketing 
executive, a qualification is required concerning use of the term 
‘marketing executive.’’ The marketing executive visualized is 
one who directs the many functions included in managerial mar- 
keting in contrast to one who functions exclusively asa sales 
manager. To properly coordinate physical distribution with other 
corporate activities, the marketing executive must play an active 
role in market research, product development, pricing, sales and 
promotion, 
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Second, a clear distinction is required between the concepts of 
planning and implementation. Planning is defined as the estab- 
lishment of goals and the development of broad programs to guide 
goal attainment. Implementation is defined as the process of goal 
attainment. The argument is to centralize physical distribution 
planning under the marketing executive but not implementation. 
Implementation by very nature of its deep-seated specialization 
must remain under the operating scrutiny of traffic and distribu- 
tion professionals. The typical marketing executive lacks suffi- 
cient training and experience to direct implementation. His func- 
tion is to understand sufficiently implemental problems in order to 
be able to integrate physical distribution considerations in over- 
all planning. 

To coordinate planning, the marketing executive must develop 
a sensitivity to several basic physical distribution elements. 

First, a full appreciation must be developed for the fundamen- 
tal importance of physical distribution in corporate planning—a 
point emphasized throughout this discussion. It is interesting to 
note that one of the prime topics at current traffic meetings is the 
upgrading of traffic managers to meet the broad challenges of 
implementing distribution programs. In contrast, it is equally 
interesting to observe that this AMA meeting represents one of the 
first marketing programs to consider physical distribution plan- 
ning in a positive sense, 

Second, the marketing executive must become familiar with 
distribution costing. On a national average, transportation serv- 
ices account for less than 25 per cent of the total cost occurred in 
marketing logistics. A total cost perspective provides the analyti- 
cal framework necessary for a penetrating evaluation of alterna- 
tive distribution systems. It is interesting to note that astute 
distribution planning will often lead to higher transportation cost. 
However, in any distribution system the fact that total cost is the 
fundamental concept is simply illustrated. 

One firm currently cooperating with REA’s Distribution Man- 
agement Consulting Service in joint research is in the process of 
closing a warehouse and embarking upon a direct to customer dis- 
tribution program. The anticipated result will be shocking if 
evaluated only from the traditional practice of freight accounting. 
The total annual transportation bill of this firm to this single 
market will increase substantially as a result of substituting 
smaller more rapid shipments to customers in place of larger 
consolidations to the warehouse. However, total cost will be re- 
duced over 100,000 dollars by the elimination of all field ware- 
house and inventory management costs. The net result: some 
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100,000 dollars saved—100,000 dollars more available for product 
development, price competition, promotional effort, or, maybe 
even profit. 

Lastly, the marketing executive must acknowledge the need for 
exacting research to support distribution planning. In place of 
crude approximations, fictitious averages, and intuitive guessing, 
distribution planning must be the result of effectively utilizing 
electronic data processing and quantitative techniques. Many ad- 
vancements in this area have mushroomed under the catch-all 
label of operations research, including a technique commonly 
called linear programming. While much criticism can be voiced 
on the relative sterility of OR in providing significant pay-offs to 
date, if quantitative techniques do hold the promise of significant 
pay-offs, it is reasonably certain they will be realized first among 
logistic problems. The foundations for this prediction are simple 
—many elements of total cost distribution are quantifiable and 
can be approximated by near linear relationships. Consider the 
relative fruits of determining the optimum number of warehouses 
vs. measuring the effectiveness of advertising. Alternatively, 
consider the determination of optimum inventory levels vs. the 
measurement of consumer self image. The point is not to belittle 
the many intriguing quantitative dimensions of managerial mar- 
keting. These alternative applications are compared to empha- 
size the need for concentrating immediate attention upon an area 
holding promise of distinct and significant results. It is safe to 
generalize that better than 90 per cent of historical distribution 
planning lacked the benefits of system logic, mathematical struc- 
ture and, in many cases, even advanced statistical analysis. The 
history of distribution planning represents an era of stagnant 
check-lists and static formulas. 

These various facets—recognition of physical distribution as 
more than a facilitating function, understanding the analytical 
framework of total cost analysis and recognition of the need for 
research—are fundamental to distribution planning. Such plan- 
ning represents one of the last frontiers for combating the tide 
of rising cost. Planning problems are complex. Pay-offs are 
significant. Unfortunately, no set formula or procedure exists for 
guiding distribution planning. Efficient and well coordinated phys- 
ical distribution can only result from considering each firm as a 
specialized case requiring a tailored plan. 


Conclusion 


The basic need for coordinating distribution into the over-all 
marketing program makes the marketing executive the logical 
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candidate for directing physical distribution planning. It is an 
economic fact that, with a few minor exceptions, minimum cost 
distribution does not lead to maximum profits. Profits are maxi- 
mized at some point along the continuum between minimum cost 
and maximum service oriented distribution systems. This is 
truly the gray area of distribution—the problem of planning the 
proper balance. Probably no executive in top echelon manage- 
ment is in a better position to obtain this balance than the market- 
ing executive, who has the basic responsibility of coordinating the 
firm’s arsenal of marketing weapons. Only when price, product 
development and promotional efforts are fully coordinated with 
logistical planning does the firm fully enjoy integrated marketing. 
The challenge is to integrate physical distribution planning into 
the portfolio. Only when this is accomplished willthe ‘‘gray area’’ 
be replaced with a goal directed program. The question remains— 
will the marketing executive rise to the challenge of positive plan- 
ning in this heretofore forgotten area—to which, historically, he 
has been perfectly willing to allocate only the most cursory at- 
tention? 


| 
} 
L 
8 


Part Five 


COORDINATION THROUGH CONTROL 
— UNCONTROLLABLE VARIABLES 


A. Marketing Laws and Regulations 


42. HOW MUCH GOVERNMENT 
CAN MARKETING STAND? 


Charles R. Sligh, Jr.* 


Businessmen cannot be sure in advance what legal status 
pricing or marketing action will have. As if the business- 
men were not already harassed enough with present laws, 
many new laws that would further harass the businessmen 
are proposed. It is questionable whether these proposed 
laws are to foster competition, foster the maintenance of 
the status quo, or foster only more government. The irony 
of it is that businessmen themselves are the ones who intro- 
duce and push for such legislation. 


HE Eighty-Seventh Congress has before it a flood of bills for 

the regulation of all phases of marketing. Some come from 
men whose antibusiness attitudes are known to us all. But others 
are the ideas of sincere men who hope that their measures will 
bring about a new golden age of honest advertising, quality products 
and low prices. To these latter bills, honest marketers could have 
no objection—if they had any chance of accomplishing what they 
set out to do. The fallacy in them is that for the purpose of re- 
straining the small minority of dishonest men in business, they 
would place heavy burdens upon the vast majority of honest 
businessmen, 

The law must detect and punish wrongdoing. Penalties might be 
made more severe. But it is impossible for the law to be made 
so all inclusive in marketing that no wrongs will be committed 
without abolishing marketing itself. We must make ourselves fully 
aware of the threat so that we can take steps to parry it. Let us 
consider: Where does marketing stand with the law today? What 
new marketing laws are proposed, and what would be their effect, 
and Where does the demand for the new laws come from? 


*Charles R. Sligh, Jr., Executive Vice President, National Association of 
Manufacturers. 
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Where Does Marketing Stand with the Law Today? 


Today, we are nearing the point at which a salesman stands in 
need of a degree in law. Many of our present laws seem to envi- 
sion Americans as divided into two classes—predators and hapless 
victims, But any politician who considers the public as millions of 
naive, gullible souls who will hand over their money trustingly for 
anything and everything they are offered just doesn’t know our 
customers. You and I know that the American consumer is the 
most sophisticated, discriminating, value conscious buyer anywhere 
in the world today. It is an insult to him to say that he needs a 
Government guardian, to stand over his shoulder whenhe shops and 
make his choices for him. Who are the consumers, anyway? 
Everyone, And this would make Government everyone’s guardian, 
for it is impossible for anyone to live without being a consumer. 

But, you know, in order to claim jurisdiction over commerce, 
the Government must show that it is interstate commerce. This 
has proved a low hurdle, It has been ruled that an elevator opera- 
tor, going up and down over a single spot ina single state, is in 
interstate commerce. Just the other day, the Supreme Court dis- 
covered that the people who carry out the trash of a company in 
interstate commerce are, of course, in interstate commerce too, 
In one new bill, it is proposed to assume that anyone doing a 
million dollars a year in business is in interstate commerce, 

The most familiar marketing laws on the books today are the 
antitrust laws. I would be glad to tell you exactly what they mean, 
except that nobody knows. Lowell Mason, the former Federal 
Trade Commissioner, quotes a former U. S, Attorney General as 
saying that there’s hardly a business in America that could not be 
prosecuted successfully under the anti-trust laws, and he cites the 
case of a businessman who was accused of uniform pricing under 
one anti-trust law and of not pricing uniformly under another, and 
convicted of both in the same case. 

After having won its price-rigging case against 29 electrical 
equipment manufacturers, the Justice Department now is seeking 
assurance from those same companies that they will not lower 
their prices sufficiently to make it hard for the least economical 
producers to stay in business. Each manufacturer seems to be 
expected to ignore market factors and set his prices according to 
what he thinks will satisfy the Justice Department. If this concept 
prevails, there are no guidelines left. 

The desirability of anti-trust laws to prevent monopoly and to 
assure competition is conceded by every businessman who believes 
in the free enterprise system. Buttheterm anti-trust today covers 
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some strange activities. The original purpose of the law was to 
protect consumers. Today, it is used to prevent price reductions 
and to prevent the utilization of the most efficient and economical 
means of distribution of goods. 

Still on the law books is what is called the ‘‘good faith’? defense 
for making a price cut. A company may reduce its price in an area 
to meet local competition. It is adifferent matter should it want to 
initiate a local price cut. Last year the Supreme Court ruled that 
Anheuser-Busch could not reduce the price of its premium beer in 
St. Louis, where it is brewed, unless it reduced the price all over 
the United States. Just how is the consumer thus protected? Does 
this rule out pricing experiments in test markets? 

At the last session of Congress, ofthe hundreds of bills relating 
to marketing just two were passed. One prohibited payola in radio 
and TV, and the other gave FTC ‘‘cease and desist’’ orders the 
status of final judicial orders. But the last year saw more zeal 
exerted in the enforcement of old laws. For example, the FTC 
in the Grand Union Co. case found a company guilty of a violation 
of a law that didn’t exist, explaining that Congress must have 
overlooked passing such a law. 

No new law was passed authorize it, but the FTC mailed ques- 
tionnaires to 442 food companies, requested further information 
from some of them, and then filed charges against many of them 
on the basis of what they reported about their handling of brokerage 
under the Robinson-Patman Act. The Chairman of the FTC was 
happy, because he found this a cheap and efficient way to conduct 
prosecutions, but the whole business raises serious questions about 
being required to incriminate oneself. 

The Commission also stepped up its prosecutions of false ad- 
vertising. This step, of course, isn’t objectionable—in fact it is 
praiseworthy when the ads really are false. But it also went after 
local retail stores on advertising, concluding that the stores were 
in interstate commerce because the ads appeared in newspapers 
that somehow crossed state lines. This conception means that 
Joe’s Delicatessen may at any time find its salami in Federal 
Court. I am sure the court will find it delicious, but I wonder 
what will have to be done to expand the Federal Government suf- 
ficiently to supervise the advertising of America’s millions upon 
millions of retail outlets. 

The courts in a case involving Moog Industries, Inc., and C. E, 
Niehoff & Co., validated the idea that one or two companies can be 
ordered to cease certain competitive practices without the FTC’s 
being bound to prevent their competitors from carrying on the same 
practices even if such governmental discrimination might drive the 
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defendant companies out of business. And inthe Simplicity Pattern 
Co. case, the company was prohibited from offering special mar- 
keting services and display cases to any customers without offer- 
ing to all, even when there was nodamage at all to the less favored 
customers, In these two cases the element of consumer protection 
is hard to find. In one, competition may be lessened by forcing 
producers out of the field. In the latter, where no one is damaged, 
who is being protected by the order? 

I can say of present law pertaining to marketing that no busi- 
nessman and few lawyers can be sure in advance what legal status 
a pricing or marketing action will have when your company take it. 
The FTC has long since abandoned its original mandate to set 
fourth clear guides to proper business practice which all may fol- 
low. As for the Justice Department, some companies have gone to 
the trouble of getting its opinion before taking an action, and then 
suffered prosecution despite an opinion that the action would be 
lawful. 


Proposed New Laws and Their Effects 


So the law as it stands, with enforcement as it is, provides 
harassment enough for today’s marketer. But some Congressional 
Committees do not think so. For example, there are the Kefauver 
hearings. Now, Sen, Kefauver has been conducting hearings on 
many subjects for many years. The purpose of all such hearings 
is supposed to be to produce corrective legislation. But there is 
no Kefauver Act which has resulted from any past hearings, and 
the only tangible results have been some interesting TV shows, a 
short-lived Kefauver for President boom, and a good deal of public 
deception about marketing in America today. 

The drug industry was the particular victim in 1960. Charges 
of fantastic profits were made, although they couldn’t stand up 
against the facts. Testimony of defense witnesses had a way of 
being ignored in committee reports. One drug’s manufacturing 
cost was given as $1.57 per hundred tables by the committee 
staff. Later it was learned that the cost was $15.03 per hundred, 
but the record was never corrected. 

As a consequence of these hearings, America’s ethical drug 
makers who have made such significant contributions to the health 
and longevity of the American people, suffered undeserved damage 
to their reputations—and all industry suffers with them, Few 
managed to keep a perspective on the matter, but the Chicago 
Tribune did. It commented editorially: ‘‘Drugs ARE espensive. 
These days it costs as much to cure a girl of pneumonia as it does 
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to take her out to dinner.’’ Most of us remember a day when, no 
matter what we might have been willing to spend, we couldn’t have 
much more than a 50-50 chance of curing that girl, or ever taking 
her out to dinner again. 

The Small Business Committee of the Senate also has been 
active in inquiring into such fieldsas so-called administered prices 
prices, fair trading and trading stamps. If anyone knows how a 
price can be arrived at at all without administration, i would ap- 
preciate an explanation. Yet ‘‘administered prices’’ has become a 
scare phrase, People don’t stop to think that we have ‘‘adminis- 
tered’’ schools, ‘‘administered’’ defense, ‘‘administered’’ labor 
unions, and, we hope, ‘‘administered’’ government. And you gen- 
tlemen know that if the price you ‘‘administer’’ is over your com- 
petitor’s ‘‘administered’’ price, the customer can ‘‘administer’’ 
you right out of business. Price rigging and price collusion are 
not to be condoned, but that isn’t what the politicians were talking 
about, although I suspect some of them didn’t mind if the public 
thought that was what they were talking about. 

The work of these committees and some of the more offensive 
of the anti-trust violations recently in the news probably have 
softened up public opinion so that more regulatory measures may 
be favorably considered in the 87th Congress. This Congress has 
a wide variety of such bills to choose from, already introduced. 

There are many such bills, but they fall into general types that 
would: 


Limit the freedom of a seller tomeet competitors’ prices, 

Require special discounts for wholesalers, 

Limit the right of manufacturers to sell their products 
through their own retail outlets. 

Limit the right of manufacturers to market their products 
through distribution channels of their own choice. 

Control the price at which manufacturers may sell at 
retail. 

Establish Federal supervision over the quality of certain 
manufactured products. 

Require mandatory disclosures in labeling and advertis- 
ing of certain products. 

Establish nation-wide government-controlled marketing 
and subsidy programs for certain industries. 

Establish Federal control over consumer credit. 

Prohibit the sales financing and insuring of certain con- 
sumer goods, 

Empower Government search and seizure of business 
records, 
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Require the Federal Government to undertake an adver- 
tising and marketing program to promote certain 
consumer products, such as milk. 


Well, there were more than 50,000 lawyers in the Federal 
Government in 1939, and so far as I know nobody has counted them 
since. Can anyone guess how many will be needed if much of this 
program is enacted? There is something there that touches upon 
every phase of marketing—and everything proposed in some way 
limits the freedom of the marketer to make his necessary deci- 
sions, or to sell honestly an honest product, or to perform a ser- 
vice for the customer. 

To compound the confusion, the Administration proposes a 
special board to represent consumers in the White House, empow- 
ered to intervene in legal actions, to be consulted on price changes 
and wage changes, to help draft product specifications and generally 
represent the consumer’s interest. Who is the consumer? Every 
last man, woman and child in the United States—who any Congress- 
man will claim he already represents truly and faithfully. In fact, 
this can only be one more arm of government, no more representa- 
tive than the rest. 

Now, while all these proposals come from individuals in gov- 
ernment who represent the Centralist kind of thinking—off to the 
left—you undoubtedly have noticed that as a package the proposals 
are at cross-purposes, Some individual bills are at cross-pur- 
poses with themselves. What explains the curious fact that such 
marketing legislation is supposed to protect the consumer, but 
prevents the marketer from lowering prices to the consumer? 
How does it help the consumer to limit his sources of consumer 
credit by removing manufacturers from the lenders? Is the con- 
sumer helped when a company is prohibited from meeting com- 
petitors’ prices and must retire from the market, leaving the 
buyer fewer choices? And what happened tothe concept of increas- 
ing or preserving competition? 


Where Does the Demand for New Laws Come From? 


This is puzzling until one realizes that much of the marketing 
legislation is introduced and pushed through Congress, the legis- 
latures and the city councils of America by businessmen them- 
selves. The consumer doesn’t demand that his undershirt carry a 
tag saying it was made in Hong Kong of reconstituted nylon, goats 
hair, jute and sizing by non-union Chinese suspected of sympathies 
with Mao Tse Tung. It’s the manufacturer or the marketer of 
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genuine hair shirts that demands such a label. It’s not the consu- 
mer that demands that his auto dealer refuse to finance his car, 
but other people who want to lend him the money. 

The independent dealer sees an opportunity to create a small 
monopoly for himself and asks his Congressman to pass a law 
that no manufacturer may open up his own store selling his own 
products, The consumer never would have thought of that. 

Over the years, businessmen have often run to government to 
protect them from chain stores, or discount houses, or company- 
owned or financed outlets, or Sunday openings, or anything that 
was bothering them. And the result is that the businessman is 
almost securely in the pocket of the politician or the bureaucrat at 
this moment. All the time, of course, this same businessman who 
is seeking to have his trade portected from competitors is making 
noises like a free enterprise stalwart and complaining about the 
size and cost of government and the size of his attorney’s fees. 

If we employ government to set little traps for each other, we 
are in great danger of falling into one big trap designed to accom- 
modate us all. For the regulation that we ask may be all that is 
needed to satisfy us, but there will always be another regulation. 
Somebody else will ask for it. In the end there will be regulation 
of every phase of business, price control, wage control, brands 
eliminated, and all patents under compulsory license toall comers. 
You may then still be able to detect the difference between Sears 
and GUM of Moscow, but I doubt it. 

By urging that business needs regulation we have opened the 
door to regulation of kinds that do none of us any good. For ex- 
ampe, by seeking government protected floors under prices, we 
have opened the way to price ceilings and government examination 
of what constitutes a politically advantageous allowable profit. 
Such a question then falls into the hands of a politician who doesn’t 
know the difference between a net profit after taxes and the mark- 
up over cost of raw materials. By his own reasoning, such a poli- 
tician, whose body contains a dollar’s worth of chemicals, and to 
whom the taxpayers pay $22,500 a year, is making one whale of a 
profit. 

By inviting government intervention in distribution channels we 
run the danger of having channels prescribed by law, and the de- 
velopment of new channels to fit changing needs and effect econo- 
mies may be closed to us. By seeking anti-trust consideration of 
our big competitors we encourage such actions against small 
companies, and the ‘‘share of the market’’ prevails just as much 
in mustache wax as in automobiles. And most of all, when we seek 
government intervention to protect our position in the market, we 
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indorse the principle of government control over business, and to 
most government people this means every single phase of it, 

Our members in the NAM include some of the giants of industry, 
and even one-man shops, Eighty-three percent of our members 
are defined as ‘‘small business.’’ Small business can survive 
coexistent with big business, and many of our big business mem- 
bers were themselves small business in my Own memory. But 
under government domination none of business can survive in its 
present form, creating its present abundance, innovating for Amer- 
icans, providing great opportunities for gifted and energetic indi- 
viduals. 

If you doubt the truth of this statement, look at the industries 
government dominates now. Agriculture. Railroads. And the 
Airlines, which have the smallest net profit on gross volume of 
sales of any industry today. Has the government kept the prices 
low to consumers in these cases? Has it preserved the investment 
of the owners and provided them with satisfactory profits? You 
know as well as I do that the answer is no. I am afraid that to 
government, regulation is an end in itself. Otherwise, how could it 
possibly seek to regulate more industries at a time when every 
industry it has already regulated is in trouble to the degree that 
it is regulated? 

It is time that we, in the business community, made a choice, 
Do we want the frail shelter of government protection, or are we 
willing to compete in the marketplace against each other for the 
favor of the consumer? Iam certain that we will choose the free 
enterprise course. 

It will then become our obligation to achieve without regulation 
the fair dealing and integrity that is the purported objective of the 
proposed regulations. To do so will require the efforts of all seg- 
ments of business and all groups that concern themselves with 
aspects of marketing. These groups vary in their organization and 
their capabilities, but together they offer avenues of approach to 
all sides of the problem. If they recognize the common problem 
and each deals with the parts of the problem for which it is best 
adapted, much progress can be made. 

One of the main obstacles is ignorance, which can be dispelled 
by research, While it is true that the public does not understand 
the story behind competitive identical pricing, it is also evident 
that many government officials do not understand it. This is just 
one area in which research and publication might make a more 
valuable contribution to marketing than high-powered public rela- 
tions or political influence. Similar ignorance exists on many 
aspects of marketing. Assertions are made that advertising is an 
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unnecessary increment of prices, and counterassertions are made 
that advertising costs the consumer nothing at all. But it has been 
20 years since a serious effort has been made to get at the facts 
through research. It is a job that demands attention. 

Research might establish, too, how much the consumer has 
been hurt or helped by existing regulation. Have the thousands of 
FTC decisions on prices saved the consumer money, or have they 
cost him money by limiting competition to the pace of the least 
efficient marketer ? 

And what part have non-agricultural products played in the 
rising cost of living? We know that $200 will buy a larger and 
better refrigerator today than it would buy 20 years ago. We know 
that cars cost more, but also that improvements have been con- 
stant and major. But whatisthe over-all record of product prices? 
I am certain that marketing’s record will stand expert scrutiny, 
and that if we amass the facts, those facts will provide us both 
with the defense against ill-advised regulation and the key to many 
improvements in marketing that would be well received by cus- 
tomers and marketers alike. 

The matter of regulation has gotten out of the hands of those 
businessmen who want a little of it. Unless we act against regula- 
tion now, all together, we are going to get a lot more regulation, 
and it will be written by those anti-business elements that all of 
you know so well. Free enterprise can only exist if it’s free and 
if it’s enterprising. There is always a way for the ingenious mar- 
keter to meet competition, and the nation is better off for that 
exercise of ingenuity. I believe that marketers now have a new 
awareness of the situation, and that we will work together to save 
it. 


v 
> 
> 


43. THE ADMINISTRATIVE 
PROCESS AND THE 
RULE OF LAW 


Philip Elman* 


Society must rely upon law for protection of the values it 
holds dear for the acceptance of the rule of law as the 
governing standard by which we live is our wisest, safest 
and most profitable course of action. Liberty can only be 
retained through the observance of procedural safeguards. 
To have freedom we must also have regulation, thus we 
should strive for improved administration of the laws and 
not the repeal of laws. 


AWYERS are supposed to be experts in the administration of 
law, experts in the art of getting things done and in ways that 
are fair and just. And lawyers in government, especially, become 
inescapably involved in that most challenging process: the at- 
tainment of justice through legal institutions administered by men. 
I count myself fortunate to have been able to spend many years 
observing, and to some extent participating in, that process as 
manifested in the work of the Supreme Court of the United States, 
and of another institution of government which is no less deserv- 
ing of honor and respect because it is so little known to the gen- 
eral public, namely, the Office of the Solicitor General of the 
United States. The Solicitor General—who represents the Govern- 
ment at the bar of the Supreme Court—is an extraordinary, and I 
think wonderful, kind of lawyer. He cannot be an advocate of nar- 
row partisan interests; his cleint is the United States and its 180 
million people. The Solicitor General’s concern, therefore, is not 
to win a particular litigation, but to do justice and to help estab- 
lish broad and enlightened principles of law which will benefit all 
our people. 
Self-appraisal is always treacherous, but I think I can say that 
my experience in the Solicitor General’s Office, and the association 
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with the Supreme Court that it brought, have left their mark on 
me. I bring to my present assignment a deep and abiding convic- 
tion—a prejudice, if you will—that, in all aspects of government, 
there is no acceptable alternative to the rule of law. And it is this 
lofty subject, and its relation to the administrative process and the 
Federal Trade Commission, that I should like to discuss with you. 

The theme of my remarks is that while the rule of lawisa 
lofty subject, we should bring it down to earth. It should be a liv- 
ing reality of the present, not an abstract ideal for the distant fu- 
ture. I submit to you, unabashedly, that the rule of law—and what 
we do about it in our everyday life—has bread-and-butter, even 
life-and-death, significance to each of us. 

What do we mean by the rule of law? It is, of course, a short- 
hand phrase which summarizes the deposit of centuries of experi- 
ence in the progressive development of Anglo-American law, ‘*The 
liberty of the subject’’; ‘‘due process of law’’; ‘‘equal protection 
of the laws’’; ‘‘fundamental fairness’’; ‘‘even-handed justice’’; 
‘day in court’’; ‘fa fair hearing’’; ‘the who decides must hear’’; 
‘justice delayed is justice denied’’—these are phrases familiar to 
us all. But they are not empty cliches, to which we merely pay 
lip service on ceremonial occasions. They express the principal 
elements of the rule of law, for which, I submit, there is absolute, 
uncompromising need in the day-to-day conduct of government. 

Now, you may say, this is all very well, but isn’t it Fourth-of- 
July talk—at best, idealistic, naive, and without much relation to 
the practical affairs of life? I could not disagree more. 

Believe me, the cynical, worldly-wise view is not necessarily 
wise or even realistic. President Kennedy, in his Inaugural Ad- 
dress, eloquently articulated the basic, hard realities of our 
times. The way this generation of Americans meets its responsi- 
bilities may determine whether liberty will survive in the world. 
The question all Americans must ask is, ‘‘What together can we 
do for the freedom of man?’’ This is not a rhetorical, abstract 
question. Each of us in his daily life is called upon to answer. 
And if we do not trouble ourselves to ask the question, or if we do 
not answer as we should and must, America and the cause of free- 
dom are in deep trouble. 

Perhaps Mr. Khrushchev is right in his belief that the tide of 
history is running against us, that Americans are too preoccupied 
with narrow, selfish, materialistic concerns. I think he is wrong— 
but we must prove him wrong if we are to survive as a free peo- 
ple. I say to you, with all the earnestness I can muster, that ac- 
ceptance of the rule of law, with all that it implies, as the govern- 
ing standard by which we live, and rejection of the cynical counsel 
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of expediency and narrow self-interest, is our wisest, safest, 
most profitable course of action. The future will be what we make 
it. The world of 1984 will be determined by how we live in 1961 
and the years to come, If we regard the rule of law as something 
we need not observe today, we should not be surprised if it does 
not exist tomorrow. 

Now, what does all this have to do with the subject-matter of 
your Conference? What connection does it have to the ‘‘impact on 
the businessman of the laws regulating marketing?’’ In every 
situation in life, it is important to ask the right question in order 
to get the right answer. If one asks, ‘‘Should these laws be re- 
pealed because they are too burdensome to business?’’ he will get 
one kind of answer. But if he asks, ‘‘What can we do to improve 
the administration of these laws?’’ the answer will be far more 
meaningful and constructive. 

The American businessman has always prided himself on being 
realistic and hard-headed. He would have to hopelessly naive to 
deny that, for the foreseeable future at least, big government, like 
big business and big labor, is a fact of modern life. So, business 
should not dissipate its time and energy in chasing an illusion. 
Government regulation of business in the public interest will not 
disappear from this land no matter how often it is decried as 
‘‘socialism.’’ The right kind of regulation aids business and ex- 
pands freedom of enterprise. 

In the last analysis, a civilized society must place ultimate re- 
liance on law and agencies of law for protection of the values it 
holds dear. An example is the Federal Trade Commission, which 
was established by Congress in 1914 in response to the felt need 
for a more effective legal mechanism for preserving the benefits 
of a free economy by eliminating actual and potential abuses: the 
use of predatory or restrictive trade practices; what Brandeis 
called the competition that kills; the striking, not of hard, but of 
foul blows in the fight for profits; the exploitation of monopoly 
power; fraud in the marketing of goods and services. The laws 
the Commission administers are directed to these diseases, not 
the healthy manifestations, of a free economy. As President 
Kennedy pointed out in his recent message to Congress on the 
regulatory agencies, ‘‘These agencies are not merely regulatory; 
they are designed to further the expansion of certain facets of our 
economy, as well as the basic tenets that underlie our system of 
private enterprise.’’ In our society free enterprise does not and 
cannot exist in vacuo. ‘‘Free’’ and ‘‘unrestrained’’ enterprise 
are not synonymous. Freedom has never been thought to include 
the right to act unfairly or irresponsibly in relation to the rights 
of others and the public. 
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Nor are freedom and regulation inconsistent or mutually ex- 
clusive. In a jungle, for example, there can be no real freedom. 
A degree of government regulation is necessary, therefore, and 
indeed must be insisted upon by free men. For without such reg- 
ulation, freedom itself would be lost in chaos and disorder. The 
liberty which government seeks to preserve and enlarge is, as 
Judge Learned Hand has said, ‘‘not the ruthless, the unbridled 
will; it is not freedom to do as one likes. That is the denial of 
liberty, and leads straight to its overthrow. A society in which 
men recognize no check upon their freedom soon becomes a so- 
ciety where freedom is the possession of only a savage few, as 
we have learned to our sorrow.’’ 

Power in whatever form thus imposes responsibility for its 
fair and enlightened exercise, and this is no less true of economic 
power. Beginning in the latter part of the 19th Century in the 
United States, enormous changes in the social and economic struc- 
ture of our society have taken place, mainly because of the intro- 
duction of new and vastly advanced technology and the consequent 
revolution in our industrial complex. The ‘‘Square Deal’’ of 
Theodore Roosevelt, the ‘‘New Freedom’’ of Woodrow Wilson, the 
Deal’’ of Franklin Roosevelt, and the ‘‘New Frontier’? of 
John Kennedy, all have had a common heritage and purpose: the 
harnessing of political and economic forces to meet the needs of 
the people in a democratic society pledged to the fullest enjoy- 
ment of life, liberty and the pursuit of happiness. 

We are faced today in the United States with the greatest con- 
centration of economic power in the history of the Western world. 
A relatively few corporations control two-thirds of the industrial 
economy. And these few corporations are in turn ultimately con- 
trolled by a much smaller group of managers and financiers, This 
extreme degree of concentration and control of economic power 
poses questions of the first magnitude in a society which places 
maximum value on maintenance of individual initiative and free- 
dom. At the very least, it demands a correlatively high degree of 
responsibility from those who possess such vast power to destroy 
as well as to create. 

But all of us, whether our power be great or small, would do 
well to ponder what was recently said by Mr. Henry Ford, II.: 


‘Morality is not just avoiding price-fixing or conflict of 
interest. Obedience to the law is not enough. The law is 
negative. It tells us only what we must not do. As Craw- 
ford Greenwalt, president of du Pont has suggested, we 
in industry must be concerned more specifically with 
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‘obedience to the unenforceable—the things we do not be- 
cause they are required but because they are right. This 
strength is more potent and compelling than the law.’ ’’ 


We hear a good deal of talk nowadays that businessmen find it 
hard to comply with the antitrust laws because of uncertainty and 
doubt as to what the laws prohibit. I commend to your attention a 
statement made to the Federal Trade Commission on April 30, 
1915, by Mr. Louis D. Brandeis before his appointment to the 
bench: 


‘*Now, I do not believe. . . that the difficulty for the busi- 
ness man is nearly as great as he imagines it tobe. I 
have been at times counsel for a few trusts. The presi- 
dent of one of the largest of them, when we were discus- 
sing the law some four or five years ago,—and he was 
full of his attacks against the Sherman Law—said to me, 
‘Now, you have been speaking in favor of this Sherman 
Law, and I have been going around and trying to find out 
what I can do, and I can’t get any advice as to what I can 
do.’ And he said, in rather a pleasant enough way, but in 
certain ways rather sneering, ‘Perhaps you can advise 
me.’ I said, ‘I can advise you perfectly, but it is a ques- 
tion what advice I can give you. If you ask me how near 
you can walk to the edge of a precipice without going 
over, I can’t tell you, for you may walk on the edge, and 
all of a sudden you may step on a smooth stone, or strike 
against a little bit of a root sticking out, and you may go 
over that precipice. But if you ask me, how near you can 
go the precipice and still be safe, I can tell you, and I 
can guarantee that whatever mishap comes to you, you 
will not fall over that precipice. . . You must not ex- 
pect from the Sherman Law any more than you do from 
any other law you are dealing with. You must not expect 
that you can go to the verge of that law without running 
any risks. Why should you? You do not in any other re- 
lation of life that I know of.’’ 


I think you will agree that Mr. Brandeis’ remarks are just as 
timely today. In sum, let me put this to you: if perchance the 
antitrust and other laws administered by the Federal Trade Com- 
mission—though, to some, they seem burdensome and difficult to 
live with—were suddenly to be erased from the statute books, 
there would be an immediate and overwhelming demand from the 
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public, including almost all segments of business, for new laws to 
take their place. I suggest to you that we would be fortunate in- 
deed if the new laws were as good as those now on the books. 

We should join, therefore, in a common determination to help 
the regulatory agencies fulfill the important functions for which 
they were created. 

Consider the Federal Trade Commission. Woodrow Wilson 
envisaged it ‘‘as an instrumentality for doing justice to business 
where the processes of the courts or the natural forces of correc- 
tion outside the courts are inadequate to adjust the remedy to the 
wrong in a way that will meet all the equities and circumstances 
of the case.’’ In a notable opinion (FTC v. Graiz, 253 U.S. 421, 
435), Mr. Justice Brandeis, after noting that the Commission rep- 
resented a ‘‘new experiment on old lines’’ indealing with monopoly 
and unfair trade practices, stated: 


‘‘The task of the Commission was to protect competitive 
business from further inroads by monopoly. It was to be 
ever vigilant. If it discovered that any business concern 
had used any practice which would be likely to result in 
public injury—because in its nature it would tend to aid 
or develop into a restraint of trade—the Commission was 
directed to intervene, before any act should be done or 
condition arise violative of the Anti-Trust Act. .. .Its 
action was to be prophylactic. Its purpose in respect to 
restraints of trade was prevention of diseased business 
conditions, not cure.’’ 


Today the Commission is no longer a ‘‘new experiment.’’ The 
Commission, more than 46 years old, cannot be regarded asa 
small child whose afflictions can be excused along with growing 
pains. It is a going concern, elaborately organized into bureaus, 
divisions, sections and field offices, with an annual budget of 
more than $8 million and a staff of more than 800 men and women. 
I should doubt, however, that any dispassionate observer would 
say that, in ‘‘preventing diseased business conditions,’’ the Com- 
mission has fully realized the hopes of Wilson, Brandeis, and the 
other statesmen who presided over its birth. 

I don’t think it would serve any useful purpose to recount here 
the long, and somewhat disappointing, history of the Federal Trade 
Commission’s activity—or, if you will, inactivity. I should prefer 
to look to the opportunities of the present and the future, not those 
that may have been neglected in the past. And it is certainly true 
that, to the extent the Commission has failed to make the impact 
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on our economy that its founding fathers hoped for, the causes of 
failure are largely to be found in conditions and circumstances 
for which it cannot be held solely accountable. 

The administrative process generally is passing through a 
period of crisis. New stresses and strains are increasingly being 
put upon it. The country is growing by leaps, and the responsibili- 
ties of government have multiplied correspondingly. The Federal 
Trade Commission, also, must raise its sights. I have already 
mentioned the growing concentration of economic power, particu- 
larly in the basic industries. Standards of truth in advertising are 
appallingly low. The Commission’s workload is increasing. It 
needs more basic policy planning, so as to allocate its limited re- 
sources most effectively. The woods should not be missed be- 
cause there are so many trees. There are inordinate delays in 
the disposition of the Commission’s business. The Commission 
should concentrate more on industry-wide reforms, rather than on 
ad hoc formal litigation of isolated cases. Its functions should 
complement, not overlap, those of the Department of Justice. Un- 
der the energetic leadership of its present chairman, Mr. Paul 
Rand Dixon, the Commission is directing its attention to these 
urgent matters. 

The problems of the regulatory agencies, as you know, are oc- 
cupying the attention of the President, the Congress, the legal pro- 
fession and scholars, and the agencies themselves. Many pro- 
posals, general and specific, are under consideration, and I shall 
not take the time to detail them here. I should like, rather, to 
emphasize the broad areas where, in my view, the reforms, par- 
ticularly in relation to the Federal Trade Commission, are to be 
sought and found. In short, I think we should adhere more closely 
to the original design of the Commission as an agency of law ap- 
plying the rule of law in all its implications. I would lay stress on 
two fundamental factors: (1) the nature of the tribunal; and (2) the 
procedures for disposition of its business. 

The confidence of our people in legal institutions is derived ul- 
timately from the integrity, high-mindedness, and sense of dis- 
interested responsibility which are the prime qualifications of a 
judge or administrator. Never more than today must these quali- 
ties of character be infused in those who govern us, In 1778 John 
Adams wrote into the Massachusetts Declaration of Rights that: 


“It is essential to the preservation of the rights of every 
individual, his life, liberty, property and character, that 
there be an impartial interpretation of the laws, and ad- 
ministration of justice. It is the right of every citizen 
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to be tried by judges as free, impartial and independent 
as the lot of humanity will admit.’’ 


Today, almost two centuries later, that remains our ideal. Are 
we closer now to attaining it? I’m not sure that we are, but it 
makes a difference, perhaps all the difference in the world, how 
intensely we hold and cherish our ideals. The high moral tone of 
President Kennedy’s administration has brought about a reinvigor- 
ation of government at all levels. The spirit of his Inaugural Ad- 
dress has communicated itself to the public service and has 
created a new mood and determination in dealing with problems of 
government, 

In his message to Congress on the regulatory agencies, for 
example, the President recognized that the way to begin was to 
find the right men. He said: 


‘‘No amount of reorganization of new procedures can be 
effective without, or substitute for, high quality person- 
nel in charge of these agencies. No other single step can 
accomplish as much.’’ 


‘‘T_ shall continue to pursue that policy as the occasion 
demands, drawing from within and without the Govern- 
ment men of competence and imagination, who are anx- 
ious to further the ideals and goals that the Congress 
has formulated.’’ 


There has been much discussion recently of expertness in the 
administrative agencies—and exactly how much, or how little, can 
actually be found. But surely the solution to the problems beset- 
ting the administrative agencies is not to be found by searching 
for expertness. The broad responsibilities and policy judgments 
entrusted to the Federal Trade Commission cannot be left to nar- 
row technicians, whether they be economists or lawyers. In his 
book on ‘‘The Administrative Process,’’ published in 1938, Dean 
Landis, referring to the enormous range of the Commission’s 
jurisdiction, said: 


‘‘Expertness may well be expected to give answers to 
some of these questions. .. But to assume that any 
five, ten, or twenty men have the ability to acquire, with- 
in their brief official lifetime, the expertness to compre- 
hend the rull range of our industrial problems, from 
aluminum to zinc, is once more to put our trust in super- 
men,’’ 
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The same prescience was shown by Mr. Gerard C. Henderson 
in his book on the Federal Trade Commission which, though writ- 
ten in 1924, is still the most scholarly and penetrating analysis of 
its work: 


‘In the long run, and until current ideals of public serv- 
ice change very radically, it cannot be expected thata 
government commission, paying modest salaries and ex- 
posed to the vicissitudes of political life, can command 
the services of those super-men whose decisions are al- 
ways made of the substance of justice and wisdom, and 
who can scorn the adventitious aids of a correct formal 
procedure. The scie..ce of administration owes its being 
to the fact that most government affairs are run by men 
of average capabilities, and that it is necessary to supply 
such men with a routine and a ready-made technique, and 
to confine them to a formal procedure which may indeed 
at times clip the wings of genius, but which will serve to 
create conditions under which average men are more 
likely to arrive at just results,’’ (p. 328) 


Mr. Henderson’s insight—that the administrative process, to be 
fair and effective, must be devised with a view toward those who 
will operate it—has great value for us today, and I shall return to 
this point in a few minutes. 

What are the other qualities to be sought in an administrator? 
Independence, of course, is a prime requisite. In the famous 
Humphrey case (295 U.S. 602, 625-26), the Supreme Court said of 
the Federal Trade Commission that it ‘‘is to be non-partisan; and 
it must, from the very nature of its duties, act with entire impar- 
tiality. It is charged with the enforcement of no policy except the 
policy of the law... [It was] the Congressional intent to create a 
body of experts who shall gain experience by length of service—a 
body which shall be independent of executive authority, except in 
its selection, and free to exercise its judgment without the leave 
or hindrance of any other official or any department of the govern- 
ment,’’ 

Mr. Henderson spelled this idea out a bit more (p. 327): 


‘‘Primarily, of course, impartiality and fair-mindedness 
are personal qualities. There are men who can preserve 
a detached and judicial point of view, however much 
their relation to the controversy may draw them toward 
one side or another. There are other men who become 
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bitter partisans at the first opportunity, although every 
condition of formal impartiality has been carefully ob- 
served. In any problem of administration, these personal 
factors are in reality far more important than the ques- 
tions of form and procedure. . .’’ 


Joseph B, Eastman, one of the great civil servants in American 
history, perhaps said it all on the occasion of the 25th anniversary 
of his appointment as a member of the Interstate Commerce Com- 
mission: ‘‘Good men can produce better results with a poor law 
than poor men can produce with a good law.’’ 

The problem of finding and keeping competent personnel is not, 
of course, confined to the level of agency members. A regulatory 
body is no better than the people on its staff. In his report to the 
President, Dean Landis observed that: 


‘‘The prime key to the employment of the administrative 
process is the selection of qualified personnel... . As 
long as the selection of men for key administrative posts 
is based upon political regard rather than competency, 
little else that is done will really matter.’’ 


To attract competent people to the public service, we must 
select and promote them on the basis of merit alone; we must of- 
fer them challenge and responsibility; we must treat the people’s 
servants with the respect that their high calling deserves; and, as 
a bare minimum, we owe them a living wage. (In this regard, we 
can learn a lot by looking to England, which has a civil service ex- 
celled by none.) Those who complain how our agencies are staffed 
should ask themselves whether they do not bear a measure of re- 
sponsibility. We cannot bewail the low caliber of our civil ser- 
vants and at the same time maintain the conditions which make it 
so difficult for government to secure competent people. 

Then there is the matter of ethics in government. The Presi- 
dent has submitted a message to the Congress on this subject, 
with recommendations for legislative and administrative actions 
designed to raise moral standards in the handling of the public’s 
business. These actions must and doubtless will be taken. But 
none of us should degrade conscientious public officials by sub- 
jecting them to improper pressure or influence, political and 
otherwise. If a person has a problem with an agency, he or his 
lawyer should go to the responsible officials—and without the aid 
or intervention of a political fixer or operator. If improper pres- 
sure is constantly put on an agency or its officials, how can one 
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be surprised if it makes its decisions on a meretricious basis? 
In the long run, all of us will be better off if we allow the agencies 
to act on the basis of law and principle. 

Another important facet of the problem was emphasized by 
President Kennedy in his message to the Congress on ethics in 
government: 


‘*. . . public officials are not a group apart. They in- 
evitably reflect the moral tone of the society in which 
they live. And if that moral tone is injured—by fixed 
athletic contests or television quiz shows—by widespread 
business conspiracies to fix prices—by the collusion of 
businessmen and unions with organized crime—by cheat- 
ing on expense accounts, by the ignoring of traffic laws, 
or by petty tax evasion—then the conduct of our Govern- 
ment must be affected. Inevitably, the moral standards 
of a society influence the conduct of all who live within 
it—the governed and those who govern,”’ 


Elsewhere, the President has stated: 


‘IT have tried to make the whole tone and thrust of this 
office and this administration one that will demand a 
higher standard of excellence from every individual in 
his private life.’’ 


This ‘‘higher standard of excellence’’ is one to which all of us, 
in and out of government, must repair. 

To return to the point that Dean Landis and Gerard Henderson 
made: —the administrative procedures we adopt, to be realistic 
and effective, must take into account the weaknesses, as well as 
the strengths, of those to whom they will apply. While we should 
do our utmost to secure the best people for the agencies, inevita- 
bly they will not be supermen. They will still have all the frail- 
ties to which the flesh is heir. That is the basic reason, histori- 
cally, for strict insistence on compliance with the basic require- 
ments of fair procedure implicit in ‘‘due process of law.’’ The 
history of liberty, as the Supreme Court as frequently had to re- 
mind us, has largely been the history of observance of procedural 
safeguards. 

The rule of law, as applied to administrative adjudication, 
makes certain minimum demands, beyond an independent, unbiased 
tribunal: full notice in advance of the nature of the controversy; a 
procedure giving fair opportunity for a party to present evidence 
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in support of his case, to confront and cross-examine witnesses, 
and to argue the credibility, weight, and relevance of the evidence; 
and a reasoned judgment according to law, not the will of the tri- 
bunal, based solely on the record and not dictated or influenced 
from without, 

There is much concern these days, and rightly so, about the 
incredible delays in administrative proceedings. A man is entitled 
to a day in court—but, too frequently in agency proceedings, the 
day stretches into years and even decades. There is nothing in- 
herent in the administrative process that requires proceedings 
not to be conducted with all deliberate speed. (Whatever the ex- 
planation, surely it should not take sixteen years to enter a final 
order deleting the word ‘‘liver’’ from the name of a brand of ‘‘lit- 
tle pills.’’) The causes for delay are not too hard to find. To be 
sure, in many cases the issues are complicated and cannot be de- 
termined without broad factual inquiry. This is also true, for 
example, of the big antitrust cases tried in the federal courts. 
But the courts have not sat idly by, watching the problem getting 
worse without doing something about it. 

One of the reasons for the establishment of administrative 
agencies was to get away from what were believed to be the tech- 
nicalities and rigidities of the judicial process, It was thought that 
the agencies could and would be more flexible, imaginative, and 
resourceful in devising efficient and expeditious procedures. Itis 
ironic, and almost funny, that the converse has turned out to be 
true. The federal courts have faced up to the problem of delay and 
have acted forthrightly to remedy it. The agencies, on the other 
hand, seem by comparison to have been stricken with rigor mortis. 

The federal judges, becoming increasingly concerned over the 
handling of so-called big cases, appointed a study group, which 
submitted a comprehensive report to the Judicial Conference of 
the United States, along with numerous recommendations for pro- 
cedural changes. The Report, adopted by the Judicial Conference 
last year, stated: 


*‘The chief faults causing the difficulties in protracted 
cases were easily uncovered. They were (1) lack of 
central control, so that issues were cloudy, examination 
and cross-examination meandering and proffered ma- 
terial unlimited; (2) inadequate organization of personnel 
and material prior to the beginning of formalities, an 
absolute essential to any successful performance in- 
volving numbers of people or masses of materials; (3) 
lack of an over-all plan for proceeding; and (4) an obsti- 
nate adherence to the possible use of surprise as a tactic, 
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a tactic obviously impossible in proceedings such as 
these. Time and thought have yielded suggestions for 
remedies, These are in this Handbook.’’ 


These causes of delay, and the proposals for eliminating them, 
would seem to be no less relevant to administrative adjudication, 
I have been dismayed to find, for example, that at the Federal 
Trade Commission, and it may also be true of other agencies, 
there has developed the practice of so-called ‘‘peripatetic hear- 
ings’’ and ‘‘hearings at intervals.’’ A hearing is treated as a kind 
of continuing investigation which sometimes proceeds at a re- 
laxed, even languorous pace, interrupted from time to time by 
recesses lasting weeks, months, or even years. Perhaps I am 
only revealing my own inexperience in the ways of agency prac- 
tice, but I am bound to say that this seems to me an Alice-in- 
Wonderland way to try a lawsuit. 

I do not think it is naive or impractical to suggest that agen- 
cies should show as much determination, resourcefulness, and 
enterprise in dealing with the problem of delay as the courts have, 
Nor does it seem unrealistic to urge that full investigations should 
come before, not after, the complaint is issued and the case is 
heard; that the issues should be defined in advance of the hearing; 
that the hearing is not a contest between opposing counsel to de- 
termine the ‘‘winner,’’ but is an inquiry for the ascertainment of 
truth; that, to achieve that objective, the examiner should actively 
preside, guide, and firmly control the proceedings, and not simply 
sit there as a passive onlooker or moderator; that full use should 
be made of pre-hearing procedures designed to simplify the is- 
sues and expedite presentation of evidence; that a case should be 
proved only once, not many times over, and that the examiner 
should prevent the record from becoming cluttered with extraneous 
or only remotely relevant matter; and that the hearing should be 
held at one place and, once begun, should proceed to its conclu- 
sion without suspension or interruption, except for the usual kind 
of short recess incident to a judicial proceeding. 

There are reasons to expect that progress in these matters 
will be made. One is the President’s issuance of an executive 
order establishing the Administrative Conference of the United 
States and his designation of Judge Prettyman as chairman, An- 
other is the President’s recent message to Congress on the regu- 
latory agencies and his direction to the agencies to take immediate 
steps to reduce delays and excessive workloads. And the Federal 
Trade Commission, I am glad to report, is now in the process of 
re-examining and revising its rules of procedure to achieve max- 
imum expedition in the handling of cases. 
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But there are no panaceas or talismanic formulas that will 
achieve perfection overnight. Improvement of the performance 
of the regulatory agencies will require continuing, unremitting 
endeavor, There is much to be done but, if I may quote the Presi- 
dent again, ‘‘Let us begin.’’ 

The sum and substance of what I have been trying to say here 
l this afternoon was expressed very well by Judge Prettyman in 
1959 at the University of Virginia Law School. Let me conclude 
by reading this excerpt from his remarks: 

‘*. , .a government administrative officer ought always 
to have in the forefront of his thought his sole function, 
with all the duties, the obligations, the limitations, the 
glories, and the frustrations embodied in that lone duty. 
The function of an administrative agency is the adminis- 
tration of law—no more, no less, It has no other duty. It 
is circumscribed, restricted, bound by that proposition, 

. . If I had my way with the administrative agencies, I 
would have the assembled staff roar each morning in 
unison, ‘The operation of this agency is the administra- 
tion of law.’ If they knew that basic theorem and kept it 
in mind every day in every task, they could easily figure 
out the rest of it.’’ 


44. THE PROTECTION OF THE 
CONSUMER AND COMPETITION, 
SOME FUNDAMENTAL ISSUES 


William F. Brown* 


Regulation of business is justifiable if it enhances progress 
towards our goal of maximum production and distribution of 
goods and services to the maximum number of people. 
Within this framework, laws were passed that would aid in 
consumer choice by setting standards for products, and reg- 
ulating labeling and advertising. In the same light, laws 
were passed that would prevent the impairing or elimina- 
tion of competition. Regulation that does not fit into this 
framework does not seem justifiable. 


HE debate between those who believe that only government can 

solve certain of our problems and those who denounce the in- 
tervention of federal authority in business affairs seems to bea 
never-ending one, and it is fortunate that this is so. As our eco- 
nomic environment changes and as our knowledge of business eco- 
nomics becomes more complete and precise a balance between 
business and government that may be satisfactory at one point in 
time may become patently inadequate at another. But the issue is 
always an important one and any changes in the balance, in either 
direction, deserve to be sharply challenged—to be reviewed care- 
fully in terms of their possible influence upon our progress to- 
ward the goals of our society. Among the most important of these 
goals, it seems to me, is the advancement of the welfare of the 
inidividual—all individuals, not merely a select few. And we have 
interpreted this welfare not only in terms of material progress, 
i.e., increasing amounts of desired goods and services, but also 
in terms of individual freedom—freedom of speech, freedom and 
religion, freedom to choose occupations, freedom to choose among 
goods or services, freedom to take risks or to minimize them, to 


*William F. Brown, Professor of Marketing, University of California at Los 
Angeles. 
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name but a few. We have not reached perfection in moving toward 
these objectives; we have been guilty of contradictions and we have 
been compelled by the very nature of the problem to accept com- 
promises. For purposes of comparison, too, I might add that 
other nations or societies may have goals that differ from our 
own with the welfare of only a limited class of individuals and 
others may place much greater emphasis upon material progress 
rather than upon individual freedom. 


Regulation for More Rapid Progress 
Toward Our Goals 


In our own case the present balance between government and 
private enterprise has been the result of a process of development 
within our democratic system. It is still going on. Fairly early 
in this process we rather firmly committed ourselves to a com- 
petitive capitalistic economy because we believed that it pre- 
serves a reasonable maximum of individual freedom while at the 
same time assuring an expending flow of desired goods and serv- 
ices to the greatest possible number of individuals. But many 
questions arise in the implementation of this economic philosophy, 
as in any other, including the development of technical capabili- 
ties, the rate of formation of capital, the control of unemployment, 
the distribution of rewards, and so on. Over the years, we have 
modified our approach in a number of ways; it is by no means the 
sort of complete laissez-faire attitude that was once envisaged as 
typical of the competitive capitalistic system. 

These modifications have come in a number of different forms, 
From the very first we have recognized that certain activities 
should be a monopoly of the federal government—for example, 
those related to foreign affairs, the Army, the Navy, the Post Of- 
fice, and so on. Second, in order to foster the development of 
better methods and improved products we have provided, by means 
of our patent system, for the granting of an absolute monopoly to 
individuals who can contribute such inventions, though we have 
done this only with rather strict reservations, particularly with 
respect to the time during which such monopoly shall be valid. 
Third, we have taken the position that there are peculiar circum- 
stances in some industries which make the unrestrained action of 
competition unsatisfactory, and we have designated these indus- 
tries as public utilities, and, while conferring upon them certain 
monopolistic or semi-monopolistic advantages, we have pro- 
tected the public interest by setting up regulatory agencies in or- 
der to control the services and prices offered by firms in these 
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industries. Fourth, we also have recognized that for some trades 
or professions the protection to the consumer requires that cer- 
tain standards of competition and ethics be maintained and thus 
we have established boards or commissions in such fields as law, 
medicine, barbering, undertaking, laundry and dry cleaning, to 
ensure that these minimums be met by practitioners.! Fifth, we 
have modified the freedom of action of entrepreneurs in all busi- 
nesses in a great variety of ways, in some instances more or less 
positively by the enactment of such measures as tariffs and farm 
price support programs and in other cases by the enactment of 
legislation which influences pricing, promotional activities, labor 
practices, and financial arrangements of various kinds in our eco- 
nomic society.” 

In theory, at least, it seems clear that we have justified these 
modifications of a free competitive enterprise system on the 
grounds that with them we can advance more rapidly and more 
surely toward our material goals than we would without them. The 
question we must continuously raise is: To what extent does any 
particular form of regulation actually make progress toward our 
goal of maximizing production and distribution of desired goods 
and services for the maximum number of people? 

With this question in mind I propose to examine briefly the 
major kinds of regulatory activities (thus excluding the first four 
types of modifications of competition mentioned above) which 
more or less directly have influenced marketing in the past three 
quarters of a century. Frankly, my judgments will not be con- 
cerned as much with the success and freedom of business deci- 
sion-making of the particular entrepreneur as with the welfare of 
the populace served by him. The justification for his existence 
as an entrepreneur, it seems to me, resides in the values which 
he can contribute to the total welfare. Fortunately, it is the 


1. It is a pecularity of this latter type of regulation that the control exercised 
by the government is almost invariably delegated to a body composed solely of 
members of the industry. In this case, then, we have reverted in a sense to the 
characteristics of the guild system of regulation; see Grant, J.A.C., ‘‘The Guild 
Returns to America,’’ Journal of Politics, Vol. 4, pp. 303-336, 458-477, (1942) and, 
with particular respect to pricing, see, Brown, W.F. and Cassady, Ralph, Jr., 
‘‘Guild Pricing in the Service Trades,’’ Quarterly Journal of Economics, Vol. LXI, 
February, 1947. 


2. Many different classifications of the modifications we have introduced in our 
competitive society might be constructed in addition to the one I have given here. 
For example, see Dimock, M.E., Business and Government (New York: Henry Holt 
and Company, 1953), particularly Chapter 2, and Anshen, M. and Wormuth, F., 
Private Enterprise and Public Policy (New York: The Macmillan Company, 1954), 
particularly pages 21-23. 
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fundamental strength of a competitive economy that most of the 
actions of the individual entrepreneur designed to further his own 
well-being are likely to result in the improved welfare of the gen- 
eral populace. Of course, the areas of activity in which the nation 
relies upon competition rather than upon some kind of centralized 
control mechanism in order to attain its goals must indeed be 
characterized by competition. This assurance is essential. Also, 
the effective satisfaction of the material wants of the greatest 
possible number of people within a framework of freedom of 
choice requires that the individual buyer have available to him 
reasonably satisfactory sources of information about products and 
services. And this is also a necessary requirement for the proper 
functioning of the competitive system as a whole. The business 
firm which has a new or improved product or which can produce 
at lower cost must be able to inform potential buyers of the merits 
of its position. In general, the modifications which we have intro- 
duced into our system are those which have appeared necessary — 
at least to some observers—because conditions in particular areas 
of activity have indicated a divergence between the basic similarity 
of interest between some entrepreneurs and the public. 


The Extent Regulation Has Progressed 
Toward Our Goals 


The forms of the kinds of regulations with which we are now 
concerned and which have been most important in their influence 
on marketing activities fall into two categories: first, those regu- 
lations which are designed to protect the consumer from misin- 
formation or from his lack of information and second, those which 
are intended to ensure the competitive character of our system. 
The first type has become important because in the past century 
the number and variety of products which the typical consumer 
may select from has increased so enormously and many of them 
are of such technical character that the ordinary buyer cannot be 
expected to possess enough information or scientific training to 
make buying decisions on a basis reflecting complete knowledge 
of the characteristics of the product, the characteristics of com- 
petitive products, and knowledge of market conditions generally. 

By the turn of the century the position of the consumer had 
changed so much and hence questionable practices in some fields 
had developed so extensively that in 1906 Congress enacted the 
first Food and Drug Act.3 Thereafter the basic enactment was 


3. 34 Stat. 768 (59th Cong., Sess. I, Ch. 3915, 1906) 
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amended some thirteen times and then completely re-written in 
1938.4 In general the law prohibited the adulteration and mis- 
branding of products in these categories. Until the passage of 
these measures, the consumer could not be sure that such prod- 
ucts as milk or other foods or drugs were not diluted or even 
falsely described on the label. Today the buyer has reasonable 
assurance that the foods or drugs he purchases are what they 
claim to be, that they are pure and safe to use under prescribed 
conditions, and that they have been produced under acceptably 
sanitary conditions. That the buyer must possess these assur- 
ances if our goals are to be attained seems to be beyond question, 
No other method than governmental interference seems to have 
been able to provide this guarantee. Apparently the fringe of un- 
ethical producers could not otherwise be prevented from taking 
advantage both of the consumer and their more honest competitors, 

But the 1938 Food, Drug, and Cosmetic Act went considerably 
further than simply to protect the consumer from the careless- 
ness or downright dishonesty of some producers, It may be said 
that it attempts to protect the consumer from his own ignorance 
by providing that the Administrator may establish official stand- 
ards of identity for specific products within the purview of the 
Act. The issue is placed squarely in focus by the decision of the 
United States Supreme Court in the Quaker Oats case first up- 
holding the 1938 measure. The Administrator had established a 
standard of identity for enriched farina which required the addi- 
tion of a minimum quantity of each of a selected list of vitamins, 
No farina which did not contain at least the minimums could be 
labelled enriched or could even state the addition of any vitamins 
to the product. In upholding the Administrator the Court adopted 
the argument that consumers in general did not possess enough 
information about various vitamins to be able to distinguish be- 
tween one product which had an adequate quantity of a proper 
variety of vitamins and another product which might have an un- 
necessarily large amount of an inexpensive vitamin and little or 
no addition of an important but costly vitamin. Hence even truthful 
statements were not permitted if the state of consumer knowledge 
was such that the consumer might be falsely impressed by them. 
In order to achieve the level of consumer want satisfaction which 
I have postulated as a goal of our society it seems imperative that 
there be some standards of identity for many kinds of products 


4, 52 Stat. 1040 (75th Cong., Sess. III, Ch. 675, 1938) 
5. Federal Security Administrator v. Quaker Oats Co., 318 U.S. 218 (1943) 
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and some method of obtaining reasonable adherence tothese stand- 
ards, and again delegation to a central authority for the deter- 
mination and enforcement of standards has seemed to be the only 
practical alternative. It does carry risks, as some later adminis- 
trative actions indicate, but fortunately the courts in most in- 
stances can be relied upon to provide a balancing point of view.§ 

Because consumers obtain much of their knowledge about prod- 
ucts and services not only from the label, but also from the ad- 
vertising and personal selling that may be done by the producer or 
his representatives or dealers, there is an equal need in these 
areas of marketing activity for assurance that the buyer can rely 
upon them. And again, without governmental interference this as- 
surance is not obtainable. The leaders of the advertising profes- 
sion themselves recognized this need and in 1911 the Associated 
Advertising Clubs of the World vigorously supported the enactment 
of a standard regulatory measure at the state level, the so-called 
Printer’s Ink Model Statute.’ Then in 1914 Congress passed the 
Federal Trade Commission Act, a measure intended to reinforce 
antitrust activities of the government by preventing unfair compe- 
tition® Although the Act had not been viewed as a measure de- 
signed to protect consumers directly, the Commission, supported 
by the courts, quite logically took the position that false advertis- 
ing was an unfair competitive method and early began to proceed 
against instances of such advertising (in general, I might add, with 
more success than it achieved in undertaking the expected kinds of 
antitrust actions).® 


6. For example, in 62 Cases of Jam v, United States 340 U.S. 593 (1951), the 
Supreme Court refused to uphold a charge of misbranding made against a producer 
who had labelled his product ‘‘Imitation Jam’’ because it did meet the standards for 
“real’’ jam. (His product contained only 25 per cent fruit by weight, whereas the 
standard established under the law called for 45 per cent fruit by weight.) In this 
instance the court found that the ‘‘imitation’’ product was healthful and was less 
expensive than the standard jam, and since the label indicated its poorer quality the 
consumer was sufficiently informed to choose intelligently between the lower 
priced, lower quality product and the more expensive standard jam. 


7. For concise discussions of the background and nature of this type of regula- 

tion see Frey, A.W., Advertising (New York: The Ronald Press Co. 1961), pp. 556- 
7, and Sandage, C.H. and Fryburger, V., Advertising Theory and Practice (Home- 
wood, Ill.: Richard D. Irwin, Inc. 1958), pp. 66-70. 


8. 38 Stat. 717 (63rd Cong. Sess. II, Ch. 311, 1914) 


9. For an extended discussion of the regulation of false advertising by the 
Commission, both during the early period and after the amendment of 1938, see 
Brown, W.F., ‘‘False Advertising and the Federal Trade Commission,’’ Journal of 
Marketing, Vol. XII Nos. 1 and 2, July and October, 1947, pp. 38-46, 193-201. 
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As Judge Baker of the Seventh United States Circuit Court of 
Appeals pointed out in the Sears, Roebuck & Company case, the 
first to come up under the law, the Act was intended to initiate a 
new era in business morality and it did so. Many kinds of prac- 
tices which had been accepted as commonplace began to disap- 
pear, except perhaps at the ‘‘fringe.’’ True, there were difficul- 
ties in procedures under the law and unnecessary delays often 
ensued; hence, in 1938 the Wheeler-Lea Act, amending the origi- 
nal measure, was enacted." In addition to streamlining some of 
the procedures required of the F.T.C., the law broadened its 
mandate to specifically include the protection of the consumer and 
to cover false advertising. For the first time, too, false adver- 
tising was defined, and in sweeping terms, as follows in Section 15: 
‘*The term ‘false advertisement’ means an advertisement, other 
than labeling, which is misleading in a material respect; and in 
determining whether any advertisement is misleading, there shall 
be taken into account (among other things) not only representations 
made or suggested by statement, word, design, device, sound, or 
any combination thereof, but also the extent to which the adver- 
tisement fails to reveal facts material in the light of such repre- 
sentations or material with respect to consequences which may 
result from the use of the commodity to which the advertisement 
relates under the conditions prescribed in said advertisement, or 
under such conditions as are customary or usual. . .’’ In view of 
the rather sweeping terms in which false advertising is described 
in the act, one can only wonder at times that the Federal Trade 
Commission has not proceeded against certain kinds of advertis- 
ing that still appear with too great frequency. 

To repeat, the consumer must have information upon which he 
can rely, that is, which he believes, if he is to obtain maximum 
satisfaction from his buying and if the competitive system is to 
function most effectively. A very high proportion of all advertis- 
ing is truthful and performs its vital functions reasonably well. 
But there exists a fringe of untruthful, highly exaggerated or mis- 
leading advertising which unfortunately is sometimes quite promi- 
nent. Asa result, this relatively small fraction of advertising has 
a much greater influence on public believability of advertising 


10. Sears, Roebuck & Co.v. Federal Trade Commission, 258 Fed. 307 (C.A. 7, 
1919) 


11. 52 Stat. 111 (75th Cong., 3rd Sess., Ch. 49, 1938) 
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than its absolute volume or importance justifies and thus adver- 
tising’s greatest asset, its believability, is impaired. # 

The second major aspect of marketing regulation, the protec- 
tion of competition, raises much more complicated and contro- 
versial problems. The reasons for these difficulties are varied: 
First, it is not easy to define competition in a realistic manner in 
the practical market place. Second, the protection of competition 
inevitably leads to the necessity of distinguishing between desir- 
able and undesirable methods of competing. Judgement values 
then become increasingly significant. And here we must start out 
by recognizing a fact whose importance in this connection it is al- 
most impossible to overemphasize, namely, competition neces- 
sarily involves injury to competitors. Each time an individual 
firm makes a sale that might have gone to a competitor, he there- 
by injures the competitor, that is, he makes the competitors’ 
business less profitable or more difficult. The question is not 
‘‘Has there been an injury to a competitor?’’ but rather, ‘‘How has 
the injury been inflicted?’’ If the sale has been made ‘‘fairly,’’ 
then the natural working of competition has been effective. If 
made ‘‘unfairly,’’ then the method should be circumscribed. Ob- 
viously, the critical problem here is that of defining the terms 
‘fair’? and ‘‘unfair.’’ If we believe in a competitive society we 
must, it seems to me, keep as a guiding factor in our definition of 
what is fair and unfair in competition at least the criterion that 
anything which basically impairs or eliminates competition is un- 
fair. 

It was in order to give effect ot his concept that Congress en- 
acted the early antitrust laws, the Sherman, Clayton, and Federal 
Trade Commission Acts, hoping then to prevent practices which 
the great trusts of the post Civil War period had employed to ob- 
tain their monopolistic positions. The use of discriminatory 


12, Consumers may be quite critical of advertising and yet buy many adver- 
tised products. They may acquire faith in the product in spite of the advertising 
promoting it. Many influences may be instrumental in causing a particular product 
or brand to sell very well, and to assume in such an instance that the advertising 
for the product has convinced the buyers of its merit is folly. An interesting study 
of consumers’ attitudes toward advertising in general is reported in Borden, N.H., 


The Economic Effects of Advertising (Chicago: Richard D. Irwin, Inc. 1947) at 
pp. 767. 


13. The Sherman Act (26 Stat. 209, 51st Cong., Sess. I, Ch 647, 1890) was per- 
haps the first of our major legislative declarations of economic policy. Difficul- 
ties in enforcement, and particularly in terms of its preventive aspects, led to its 
enforcement, and particularly in terms of its preventive aspects, led to its sup- 
plementation by the Clayton Act (38 Stat. 730, 63 d Cong., Sess. II, Ch. 232, 1914) 
and the Federal Trade Commission Act, supra, footnote 8. 
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price cutting in order to ruin smaller competitors, tying the sale 
or lease of many other items to a monopolized product, buying out 
or merging with the remaining competitors in an industry, agree- 
ing to set artificially high prices or to divide markets, arranging 
interlocking directorates to ensure coordinated and non-competi- 
tive action, were among the most prominent of these practices, @ 
It seems to me that there can be no argument about the desirabil- 
ity of preventing such practices when they are clearly employed 
to eliminate all competition and give the user a monopolistic posi- 
tion in the market. 

However, the problem of regulation is confused by the fact that 
these basic methods also may be employed in many situations 
simply to enable an individual firm to compete more effectively 
in the market. The dilemma becomes one of establishing an oper- 
ational set of rules which, when applied, will distinguish between 
the desirable and undesirable use of the methods. ‘‘Desirable,”’ 
of course, is equated to ‘‘maintaining the beneficient effects of 
competition.’’ Unfortunately the phrases that appear in the Anti- 
trust Acts include words which, necessarily, do not set absolute 
standards. ‘‘Substantially lessen competition’? and ‘‘tend to create 
a monopoly’’ require interpretation. In recent years there seems 
to be developing a ‘‘take no chances’’ attitude. A few examples 
may suffice to indicate the significance of this point. 

The ability to merge firms has been a very useful device in the 
past permitting a speed-up in the processes of both horizontal 
and vertical integration with consequent benefits to consumer in 
terms of greater efficiency, lower costs, and so forth. In some 
instances the merger of smaller firms (for example, those in the 
automobile industry) may lead to more effective competition be- 
tween the merged firms and the giants of the industry. On the 
other hand, any merger between two firms which sell or might 
sell similar products to some of the same buyers clearly results 
in the elimination of competition between them insofar as these 
buyers are concerned. Only the facts in each situation can indi- 
cate how substantial this specific lessening of competition can 
be, and even these facts in many cases cannot provide a basis for 
accurately forecasting the ultimate effect on the vigor of competi- 
tion in the industry. 


14. The literature describing the methods of monopolization employed in these 
periods is very extensive. For further references and for a comparison of the 
goals of the earlier monopolists with those of latter day violators of certain phases 
of the antitrust laws see Cassady, R., Jr. and Brown, W.F., ‘‘Exclusionary Factics 
in American Business Competition: An Historical Analysis,’’ U.C. L. A. Law 
Review, Vol. 8, No. 1 (January, 1961), pp. 88-134. 
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In attempting to obtain solutions in specific merger situations 
many different questions may be raised, among them the following: 
What share of the market will the company possess if the merger 
is consummated? (And this query requires a definition of the 
market—in terms of product, function, and geographic limits—gen- 
erally a knotty problem in itself.) What degree of concentration 
now exists in the relevant market and how will the merger change 
this pattern? How easily can new firms enter the market and 
achieve substantial positions in it? How flexible has pricing been 
in the industry? What economies of scale may result from the 
merger? Is the merger likely to encourage or impel a wave of 
additional consolidations in the same market? Unfortunately, in 
attempting to obtain answers to these questions, and particularly 
in putting them together to create a sound solution I think that we 
must confess that we really know very little with precision. In 
two recent actions, the Bethlehem Steel—Youngstown Sheet and 
Tube and the Brown Shoe Co.—Kinsey Shoe Company merger 
cases, the respective United States District Courts have concluded 
that the concentrations were such that, in the light of all the cir- 
cumstances, they presented a ‘‘reasonable probability that (they) 
may substantially lessen competition or tend to create a monop- 


oly. . .°"6 And the courts brushed aside arguments that the mer- 
gers would enable the firms to compete more effectively and oper- 
ate more efficiently. In the Brown Shoe Co. case, particularly, 
the vertical integration of a shoe manufacturer and a chain of 


15. The problem of maximizing efficiency in our system without undermining 
the system itself is, paradoxically, a knotty one. Certainly we can agree with one 
authority who states the fundamental goal very clearly: 

“‘The basic issue of public policy as it relates to size and efficiency centers 
on the question of how size is achieved. The objective of regulation should be to 
prevent the utilization of devices and practices that make it possible for enter- 
prises to grow beyond the bounds dictated by competitive ability. As long as 
growth is conditioned upon the economies of size, it would seem wise to allow that 
growth to take place and to devise ways and means of dealing with the social prob- 
lems it creates.’’ Pergrum, D.F., Public Regulation of Business, (Homewood, 
Illinois: Richard D. Irwin, Inc. 1959) at p. 142. 

To identify the point beyond which added size no longer contributes to addi- 
tional economies is, however, a practical problem that may not be susceptible to 
accurate and certain solution. Hence, there arises the need to balance possible 
efficiencies against potential threats to competition, an uncertain business in many 
situations. 


16. United States v. Bethlehem Steel Corp., 168 F.Supp. 576 (D.C.S.N.Y., 1958) 
and United States v. Brown Shoe Company, 179 F. Supp. 721 (D.C.E.D. Mo., 1959). 
A review of the latter decision is now pending before the United States Supreme 
Court (363 U.S. 825). These decisions sufficiently illustrate the impact of the so- 
called Anti-Merger Law, 64 Stat. 1125 (81st Cong., 2d Sess., Ch. 1184, 1950) which 
amended and revitalized section 7 of the Clayton Act. 
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retail stores was prohibited even though substantial efficiencies 
were claimed for the combination.” The courts have seemed to 
indicate that they simply would not take the risk of potential dam- 
age to the character of competition in order to permit possible 
increases in efficiency. 

The threat posed by vertical integration of the sort projected by 
the Brown-Kinsey merger is one which clearly implies injury to 
competing non-integrated shoe manufacturers, particularly if this 
merger were to be followed by others which eventually led to the 
formation of a number of huge manufacturer-retailer enterprises 
which might then account for a half, two-thirds, or even more of 
the industry’s entire volume at all levels. In such a case the non- 
integrated manufacturer would be foreclosed from a great part of 
the market. Even so, would competition be less and would the 
consumer suffer? The chain grocery retailing institution devel- 
oped rapidly in the 1920’s, integrating the retailing and wholesal- 
ing functions and by ‘‘tying up’’ approximately 40 per cent of the 
retail market for groceries unquestionably caused the subsequent 
elimination of many of the conventional wholesale grocery firms.” 
But competition in grocery retailing and manufacturing seems not 
to have been reduced and if anything, to have increased. And 


certainly there have been significant reductions in the overall 
costs of marketing food products.” Presumably, then, it would 


17. Here the court placed great weight on two related considerations that 
appeared to offset the claimed efficiencies of integration, namely, the fact that as 
the Brown Company acquired established retail outlets these outlets progressively 
reduced their purchases of shoes from competitors of Brown, and secondly, the 
fact that there apparently existed a trend in the industry toward vertical integration 
of this kind. Together these facts pointed toward the possible elimination of the 
non-integrated shoe manufacturer. In many respects this reasoning is similar to 
that employed by the Supreme Court in United States v. Standard Oil Co. of Cali- 
fornia, 69 S. Ct. 1051 (1949) in which it held that exclusive dealing contracts (as 
used by most of the major oil companies) threatened competition by excluding from 
a large portion of the market the independent producers of such products as lubri- 
cating oil. 


18. For a penetrating account of the nature of this change see Cassady, R., Jr. 
and Jones, W., The Changing Competitive Structure in the Wholesale Grocery 
Trade (Berkeley and Los Angeles: University of California Press. 1949). 


19. This generalization might be challenged by those who point out that the 
consumer has taken over the performance of a large share of the marketing func- 
tions as a result of cash and carry retailing and that these consumer costs are 
seldom imputed when comparisons are made. On the other hand, the greatly 
increased variety of food products and the trend toward prepackaged and prepared 
foods may be considered as offsetting elements that further complicate any 
attempts to evaluate changes in food distribution costs. 
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have been unfortunate had the chain grocery development been de- 
pendent upon an illegal merger pattern,.20 Ofcourse, the possible ad- 
vantages of integration in the grocery situation seemed to have 
been greater than those which may exist in the shoe industry at 
present, 

In the situations described above regulatory action is designed 
to protect competition and in doing so almost inevitably also pro- 
tects some types of competitors. Protection of groups of competi- 
tors is, nominally at least, only a by-product of most of the pro- 
visions of the antitrust laws, but important exceptions to this 
general principle appear in sections 2(c), (d), and (e) of the 
Robinson-Patman act.?4 These provisions, dealing with broker - 
age payments, advertising and similar allowances, and the fur- 
nishing of services to buyers, protect individual competitors or 
groups of competitors without regard to the possible effect on the 
state of competition generally. Nor can possible benefits in the 
form of cost savings be employed to justify variations from the 
concepts enunciated in these sections. In this type of legislation 
we have gone far in attempting to equalize the conditions of com- 
petition in order to protect less efficient competitors. In doing so 
we have introduced rigidities in pricing and other business prac- 


tices which reduce the opportunities of well managed firms to 
improve operations with subsequent long-run benefits to con- 
sumers.22 In such situations, unfortunately, the interests of the 
few not only have been permitted to restrict the freedom of action 
of others, but also may be said to have interfered with our prog- 
ress toward our more general goal, the improvement of the gen- 
erl welfare. 


20. It is sometimes pointed out that a firm may achieve by “‘internal’’ expan- 
sion the same ends it may seek by merger and hence no restrictions on mergers 
should be imposed. Aside from the fact that such expansion may be impossible, 
very unlikely, or very slow, the sound conclusion seems to be that if the growth is 
desirable it should be permitted by either means, and if clearly undesirable it 
should be prevented not only by anti-merger action but also by such other tech- 
niques as can be developed to prevent ‘‘internal’’ expansion in such situations. 


21. 49 Stat. 1526 (74th Cong., Sess. II., Ch. 592, 1936) 


22. The decision of the Supreme Court in Federal Trade Commission v. Sim- 
blicity Pattern Co., 360 U.S. 55 1959) makes it very clear indeed that under the 
Robinson-Patman Act promotional practices may be held to be illegal without 
regard to their possible effect on competition and without considering any possible 
Cost justification. All that seems necessary is to show that not all customers were 
treated ‘‘proportationately equally.’’ In the situation at issue Simplicity had classi- 
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fied the customers for its patterns into two categories, variety chains and ‘‘fabric”’ 
customers. These classes of retailers differed considerably in the way they per- 
formed, both in services to the consumer and in the extent of their contribution to 
the pattern as an aid in selling yardage; the variety outlet could afford to stock 
patterns only if they contributed directly to store profitability. To obtain large- 
volume -at-low-cost orders from the variety chains Simplicity offered them cata- 
logues and other aids free of charge; the ‘‘fabric’’ stores, however, were required 
to pay for the catalogues and other selling aids they received. This practice was 
held to be illegal in spite of the fact that it appeared to be justified because of the 
low cost of obtaining the orders. Presumably Simplicity could have given quantity 
discounts which would have been equal to (or perhaps even greater than) the value 
of the promotional aids furnished! To rigidly control a firm’s decision making in 
this way seems highly undesirable unless no other alternative can be found to pro- 
tect competition. Here no evidence of injury to competition was found or even 
sought. The giving of disproportionate services constitutes a per se violation of 
the law. 
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Part Five 


COORDINATION THROUGH CONTROL 
— UNCONTROLLABLE VARIABLES 


B. Business Conditions 


45. THE CHARACTERISTICS OF 
POSTWAR BUSINESS 
FLUCTUATIONS* 


J. Fred Weston** 


Although the United States has experienced four upturris 
and four downturns since World War II, business has been 
operating in an environment of relative overall stability. 
The dynamic shifts within the economy and the varying 
growth rates in individual industries and products indicate 
that business has also been in an environment of uncer- 
tainty. This uncertainty will increase as the above factors 
will continue and world-wide marketing increases. 


HE study of postwar economic fluctuations compels much in- 

terest for a number of reasons. One, it is a period during 
which business firms developed an increased awareness of the 
importance of planning and adjusting to changes in their general 
economic and industrial environment. Two, it is a period in which 
economists have come of age in the development of tools and tech- 
niques for analyzing changes in the business outlook. Three, 
starting in 1946, the government itself acknowledged an increased 
responsibility for its role in connection with business fluctuations. 
With this kind of renaissance in awareness and attempts to deal 
with business fluctuations, let us look at the nature of the fluctua- 
tions, 


Duration and Amplitude of Fluctuations 


The United States has experienced four upswings and four 
downswings in the post World War II period. The reference dates 


*Basic data for this study were developed ina related project supported by 
the Bureau of Business and Economic Research, University of California, Los An- 
geles. The assistance of Mr. Jesun Paik is gratefully acknowledged. 


*#J, Fred Weston, Professor, University of California at Los Angeles. 
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of these post-1945 business fluctuations are shown in Table 1. 
The average duration of the upswings was 34 months. The aver- 
age duration of the downswings was 12 months. The average dura- 
tion of the upswings to the nearest whole quarter was 11; the 
average duration of the downswings to the nearest whole quarter 
was 4, 

This compares with an average duration of upswings of 30 
months during the previous 100 years and an average duration of 
downswings of 20 months over the same time period. 

Thus the postwar fluctuations as a whole have been of some- 
what longer duration in the upswings and of substantially shorter 
duration in the downswings. For working purposes, therefore, one 


TABLE 1. Reference Dates of Post-1945 Business 
Fluctuations, United States 


Upswings 
Trough to Peak 
Months Quarters 


Downswings 
Trough to Peak 


Trough Peak Months Quarters 


Oct. 1945 
IV 1945 


Oct. 1949 
Iv 1949 


Aug. 1954 
III 1954 


Apr. 1958 
II 1958 


Mar. 1961 
I 1961 


Nov. 1948 
IV 1948 


July 1953 
II 1953 


July 1957 
III 1957 


Jan. 1960 
I 1960 


Average Duration* 


37 11 
12 


45 13 
14 


35 


Months 
Quarters 


Average,* 1854-1954 
Months 30 


*To the nearest whole month or quarter. 


Source: To April 1958: National Bureau of Economic Research, 
reference dates; After April 1958: J. Fred Weston judg- 
ments, 


12 3 

7 3 

135 45 48 15 

11 4 
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can keep in mind that the postwar cycles have been upswings of 
about two and one-half to three years duration and downswings of 
about one year duration. The changes in the duration of fluctua- 
tions has been relatively favorable. What about changes in the 
amplitude of fluctuation? 

Table 2 presents a summary of the average patterns of fluctua- 
tion in postwar upswings and downswings for the major categories 
of national product and economic accounts. Since the patterns will 


TABLE 2. Average Patterns of Fluctuations in Postwar Upswings 
and Downswings 


Average Per Cent Average Per Cent 
Categories Rise in 3 Postwar Decline in 4 
Upswings Postwar Downswings 


Gross National Product (2.6%) 
Personal Consumption Exp. 2 (0.6) 
Durable goods x (12.1) 
Non-durable goods , (1.8) 
Services 4.1 
Gross Private Investment r (26.7) 
New Construction i (5.5) 
Residential (nonfarm) (13.6) 
Others (5.5) 
Producers durables (17.3) 
Inventories (189.8) 
Net Export Goods and Services is (90.2) 
Government Purchases of Goods 
and Services 
Federal 
Defense 
Others 
Less Govt. sales 
State and Local Exp. 
Unemployment 
Total Industrial Production 
Wholesale Price Index 
Money supply 
Business Loans 
Yield on Corporate Bonds (Aaa) 
Prime Commercial papers 
4-6 months 
Corporate Profit after taxes 


Source: Computations from President’s Annual Economic Reports and from 
Statistical Indicators. 
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be analyzed by cycles and in more detail later in this paper, only 
the major categories are now treated. The average per cent rise 
in three postwar upswings of gross national product was 28 per 
cent, The same percentage rise is observed for total industrial 
production, The average per cent decline in four postwar down- 
swings was 2.6 per cent in gross national product; it was 8.3 per 
cent in total industrial production. Thus, using two major meas- 
ures of total output, upswings were of a very substantial magni- 
tude, downswings were very moderate when measured by gross 
national product, somewhat higher when measured by total indus- 
trial production. These magntidues compare with upswings of 49 
per cet in gross national product during the cycles ending in 1929 
and 1937, and correspondingly 73 per cent for rises in the Federal 
Reserve Index of Industrial Production over the same periods. 
The declines were 50 per cent for gross national product in the 
1929-32 recession and 16 per cent in the 1937-38 recession. The 
corresponding declines in the Federal Reserve Index of Industrial 
Production were 52 per cent and 33 per cent, 

Clearly, the amplitude of swings in the postwar business fluc- 
tuations has been significantly moderated. On the other hand, 
there have been major divergences in the amplitude of swings 
among the components. The average per cent risein gross private 
investment during the postwar upswings has been almost 70 per 
cent. The downswings have been almost 30 per cent. The swings 
in consumer durables have been over 40 per cent on the upside; 
somewhat over 12 per cent on the downside. 

A major source of instability has been federal government 
purchases of goods and services, which have risen some 88 per 
cent during upswings and over 13 per cent on downswings. The 
per cent unemployed dropped by some 50 per cent during up- 
swings, but increased by over 130 per cent during downswings. 

Thus we conclude that within the broad pattern of reduced in- 
stability of business fluctuations in the postwar period, there re- 
mains segments of continued great instability with which business 
policy-making had to cope. 


Trends Exhibited by Individual Postwar Cycles 


The foregoing analysis has focused on the average per cent 
rise in three postwar upswings and the average per cent decline 
for four postwar downswings. Table 3 presents data covering the 
individual upswings and downswings. A clear trend emerges. The 
strength of both upswings and downturns has diminished. If the 
strength of the upswings had declined but the downswings had 


POSTWAR BUSINESS FLUCTUATIONS 


TABLE 3. Trends in Patterns of Postwar Fluctuations in Major Components 
Percent rise Percent decline 


1949- 1954- 1958- in- 
1953 1957 1960 1954 1958 4 
Gross National Product 43.5% 24.7% 17.1% ‘i (2.7%) (3.8%) (1.1%) 
Personal Consumption 30.8 24.1 15.1 5 (0.8) (0.3) (0.3) 

Durable Goods 58.5 50.5 18.7 3 (22.0) (10.1) (11.2) 

Non-durable goods 24.4 21.0 5 i (1.0) (1.9) (0.5) 

Services 32.0 30.6 5.2 1.9 
Gross Private Inves- 

ment 101.3 50.9 " . (26.0) (25.4) 

New Construction §3.3 34.9 i i (0.3) (5.1) 

Residential (nonfarm) 73.0 37.9 s 5 (11.0) (7.9) 

Others 53.3 36.3 4 P (5.8) (10.5) 
Producers’ durables 41.3 54.3 k (11.9) (26.1) 
Inventories 386.8 182.6 (186.9) (130.3) (302.6) 

Net Export Goods & 

Services 800.0 960.0 \ (112.5) (119.0) (138.0) 
Government Purchase of 

Goods and Services 119.0 25.2 ’ (6.6) 

Federal 242.4 18.7 . (23.8) 
Defense 320.8 22.7 ; (14.9) 
Others 138.6 83.0 é (54.9) 
Less Govt. Sales 300.0 66.6 ‘i (90.9) 
State and Local 29.9 35.2 b 14,7 
Unemployment (73.5) (37.9) 151.9 
Total Industrial Base 

Wholesale Price Base 

Index Year 
Money Supply (5.5) 
Business Loans A. N.A. 
Yield on Corporate 

Bonds (Aaa) (8.8) 
Prime Commercial Papers 

4-6 months i (10.9) (52.4) (100.0) 
Corporate Profit 

after taxes . (24.4) (16.3) (30.5) 


Categories 


become stronger, this would be ample cause for alarm. The fact 
that the vigor of both upswing and downswings has declined and 
growth rates have decreased raises fundamental questions about 
possible changes in the underlying structure and functioning of the 
American economy. Suffice it to say that the nature of these pat- 
terns, while representing increased stability, represents in- 
creased uncertainty for business managers and planners with re- 
gard to the nature of economic trends and changes in the United 
States. 

But regardless of underlying trends, Table 3 suggests that 
there has been a good fit of the data to a relatively compact theo- 
retical mechanism for understanding the pattern of economic fluc- 


tuations. We may start our explanation of the cycle at a point late 
in the upswing. 
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After the rate of growth in total gross national product or total 
industrial production has passed the inflection point in the cycle, 
growth continues at a decreasing rate. A decreasing rate of 
growth will initiate a decline in inventory accumulation and a de- 
cline in the rate of capital investment. These declines are suffi- 
cient to cause total growth to slow down even more, The upper 
turning point is then approached. These developments may, of 
course, be reinforced by monetary and fiscal policy. As the up- 
per turning point is approached inventory liquidation takes place 
and declines in capital investment occur, 

These developments are sufficient to cause total activity to 
turn down, Once total product turns down, inventory liquidation 
takes on substantial proportions and capital investment drops 
sharply, as indicated by the material in Table 3. 

Built-in stabilizers mitigate the pace of the downturn. The 
stability of consumption expenditures and government spending 
raoderate the decline. Since sales are sustained, at some point 
inventory sales ratios become substantially lower than customary 
levels so that inventory liquidation is reduced. This provides a 
stimulus to total spending. The development of new industries or 
the stimulus of further government activity will be sufficient to 
cause an upturn to get under way. When the upturn gets under 
way, inventory liquidation is replaced by inventory accumulation, 
Investment and capital equipment makes a strong turn. 

The good fit of the data in Table 3 to a compact theory of busi- 
ness fluctuations is also reinforced by the consistency of patterns 
in the postwar period. The business cycle indicators of the Na- 
tional Bureau of Economic Research have proved to be a useful 
forecasting tool. The relative success of the business cycle indi- 
cators during the post-1945 periods also is a reflection of the 
consistency of patterns and the ability to fit a conceptual scheme 
to the behavior of the data. 


Analysis of Patterns of Quarterly Per Cent 
Changes in Major Components 


A foundation has now been established for analysis in greater 
detail. Table 4 presents basic data for postwar patterns of aver- 
age per cent changes. Table 5 presents trends in postwar patterns 
of quarterly per cent changes in major components, From the 
material in Tables 4 and 5, seven items are discussed briefly. 

1. Inventory Fluctuations. The preeminence of the role of in- 
ventory fluctuations in postwar business fluctuations is clear from 
the data. The average per cent rise per quarter in the inventory 
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TABLE 4. Postwar Patterns of Average Percent Changes 
in Major Components 


Average Per Cent Average Per Cent 
Categories Rise by Quarter in Decline by Quarter in 
3 Postwar Upswings 4 Postwar Downswings 


Gross National Product 2.5% (.08%) 
Personal Consumption (0.5) 
Durable Goods (3.2) 
Non-durable Goods 
Services 
Gross Private Investment 
New Construction 
Residential (nonfarm) 
Others 
Producers’ durables 
Inventories 
Net Export of Goods & Services 
Government Purchase of Goods 
& Services 
Federal 
Defense 
Others 
Less Government Sales 
State and Local 
Unemployment 
Total Industrial Production 
Wholesale price index 
Money supply 
Business Loans 
Yield on Corporate Bonds (Aaa) 
Prime Commercial Papers 
4-6 months 
Corporate Profit after taxes 


OO 


OW Lh © 


Source: Calculations from data in President’s annual Economic Report and 
Statistical Indicators. 


component in the national product accounts was 26 per cent on the 
upside and 55 per cent during the downside. These figures, of 
course, exaggerate the per cent fluctuations on a total inventory 
base. However, they faithfully portray fluctuations in effects on 
the national product accounts, 

2. Durables. Fluctuations in spending on durables is substan- 
tially greater than spending on nondurables whether consumer 
goods or producer’s goods is considered. In personal consump- 
tion expenditures, for example, during upswings, the average per 
cent rise per quarter in consumer durable goods was 4 per cent 
contrasted with 1.6 per cent for nondurable goods. On the other 
hand, the average per cent decline by quarter in four postwar 
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TABLE 5. Trends in Patterns of Quarterly Percent Changes 
in Major Components 


Percent rise by quarter Percent decline by quarter 


1949- 1954- 1958- 1948- 1953- 1957- Drop to 
1953 1957 1960 1949 1954 1958 
Gross National Product (0.5%) (1.8%) (0.4%) 
Personal Consumption (0.2) (0.1) (0.1) 

Durable Goods (4.4) (3.4) (3.7) 

Non-durable Goods (0.2) (0.6) (0.2) 

Gross Private Invest- 

ment J (5.2) (8.5) 

New Construction (0.06) (1.7) 

Residential (nonfarm) (2.2) (2.6) 

Producers’ durables (2.3) (8.7) 

Net Export of Goods 

& Services (23.8) (46.0) 
Government Purchase of 

Goods and Services (2.5) (0.7) 

Less Govt. Sales (5.0) (13.3) 

State and Local 2.5 1.6 
Unemployment ° 44.4 37.0 
Total Industrial 

Production (20.0) (4.1) 
Wholesale Price 

Index 0.3 (0.2) 

Money Supply (1.1) (1.5) 
Business Loans WA. (1.4) (2.1) 
Yield on Corporate 

Bonds (Aaa) (3.2) 5.6 
Prime Commercial Papers 

4-6 months (10.5) (33.3) 
Corporate Profit 

after taxes (3.3) (10.2) 


Categories 


downswings was 3.2 per cent for durable goods but only 2.1 per 
cent for nondurable goods. Producer’s durable goods similarly 
exhibited wide fluctuations both on the upside and the downside. 

3. Residential Construction. In connection with the discussion 
of the difference in patterns between spending on durables versus 
nondurables, residential nonfarm construction conforms to the 
pattern of durables. This is to be expected on general principles. 
However, it is said that spending on residential, nonfarm con- 
struction performs a contra-cyclical role. Such a role does not 
emerge from these data, but may by closer analysis of lead-lag 
relationships. 

4, Services. The data on the behavior of the services compo- 
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nent of personal consumption expenditures provides an interesting 
contrast to the other spending components. Its average rise by 
quarter during the upswings was 2.3 per cent, During the down- 
swings, however, spending on services did not decline in absolute 
terms. Only the per cent by which spending on services increased 
was moderated. This reflects the shift in the composition of 
spending to the service segment of the economy in a high and 
growing income-level economy. 

The pattern of spending on services is paralleled by state and 
local government expenditures which have increased an average 
per cent somewhat greater than that for services during upswings. 
State and local spending has continued to increase at almost the 
same rate during downswings as well. During downswings, the 
increase per quarter in spending on services is approximately 1.1 
per cent, whereas the per cent increase of state and local govern- 
ment spending during the downswings has been 2.2 per cent. 

5. Role of Government. The government is seen to have 
played a stimulating role during this period. Federal government 
purchases of goods and services have risen an average per cent 
per quarter at about 23 times the rate of increase in gross na- 
tional product. During downswings the average decline by quarter 
in federal government purchases of goods and services has been 
2.8 per cent per quarter. Thus the vaunted anti-cyclical role of 
government purchases of goods and services is not borne out by 
the data. When transfer payments are taken into account the gov- 
ernment role is a more favorable one. However, it is well known 
that substantial shifts in the level and composition of defense 
spending have been a major destabilizing influence during the 
postwar period. 

Another government influence of great significance has been 
its emphasis on research and development activity. The increase 
of government spending in this area has probably quickened the 
pace of research and development spending in the non-govern- 
mental areas. As a consequence technological breakthroughs and 
rapid shifts in the relative growth rates of different industrial 
sectors have been amplified all during the postwar period and is 
likely to be magnified even further in the decades ahead. 

6. The Restoration of Monetary Policy. A related government 
activity has been the rediscovery and restoration of monetary 
policy, which after a lapse of at least two decades was actively 
resumed following the accord of March, 1951. Evidence of the ac- 
tivation of monetary policy is seen in an average per cent rise by 
quarter in the money supply of 1.3 per cent and an average per 
cent decline by quarter of 1.1 per cent. Some have argued that 
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monetary policy has hobbled the growth of the economy during the 
postwar period. The growth in the money supply percentagewise 
has been about half the growth in gross national product during 
upswings and the declines have been 38 per cent greater. The 
money supply has not grown as fast as the economy as a whole, 

The data also show that yields on both long-term and short- 
term money increased substantially during upswings. Long-term 
money increased at about 11.4 per cent per quarter during up- 
swings. Short-term money increased by 12.1 per centper quarter, 
The short-term rates declined by about the same magnitude dur- 
ing downswings, but yields on corporate long term money resisted 
the cyclical declines in interest rates. The data provide clear 
evidence of the restoration of monetary policy during the postwar 
period. Controversy still rages whether monetary policy has 
mitigated the amplitude of fluctuations or aggravated them. 

It is interesting to note in connection with monetary policy that 
wholesale price index has risen an average of .5 per cent per 
quarter during business upswings. This would represent a rise 
of 2 per cent a year during business upswings. During business 
downswings the rise in the wholesale price index has been only 
.01 per cent per quarter. Thus the rise during downswings is 
substantially smaller, amounting to only .04 per quarter (less than 
-o per cent per annum on an annual basis). Thus overall price 
fluctuations have been of a moderate order of magnitude if the 
analysis is started beyond the immediate postwar adjustment in- 
fluences, 

7. Corporate Profits after Taxes. It is quite clear that cor- 
porate profits have been a highly volatile component during busi- 
ness upswings and downswings. The percentage rise in corporate 
profits on upswings has been about double that of the rise in gross 
national product. On the other hand, the per cent declines on 
downswings have been even greater, averaging 6.5 per cent per 
quarter. This suggests a downtrend in corporate profits over the 
postwar period, Again, arguments may be raised as to cause. 
Did the downtrend occur because corporate profits were too high 
in the earlier part of the period? Or has the intensification of 
competition, strong unions, or adverse government policies caused 
the downtrend in profits. Some have argued that the low level of 
corporate profits is a major factor explaining the dampened 
growth in the economy as a whole, 

The picture presented by this detailed analysis of per cent 
changes by quarter in the postwar upswings and downswings can 
be briefly summarized. Fluctuations in inventories and durables 
as a whole have played a very important role. Spending on 


POSTWAR BUSINESS FLUCTUATIONS 451 


services and government spending have been a stimulating role. 
However, some segments of government spending have been 
sources of considerable instability. Trends in the size of cor- 
porate profits in the aggregate and also profit margins have been 
relatively unfavorable after 1950. 


Differential Growth Rates Within Cycles 


Thus far data have been presented on a quarterly basis on the 
amplitude of changes between upswings and downswings. While 
these measures are useful, they need to be supplemented by study 
of the patterns of growth and cyclical change within cycles. Table 
6 presents such data. Reflecting the material presented earlier, 
the table suggests a pattern of three upswing years and one re- 
cession year. Gross national product is indicated to grow at an 
average of about five per cent per annum on a trend basis. This 
is composed of a fast rate of growth of some 11 per cent during 
the first upswing year, dropping to about half that rate of growth 
in the second upswing year, and then still half of the six per cent 
rate of growth in the third upswing year. This is followed by a 
moderate decline during the recession year. 

The Federal Reserve Board Index of Industrial Production ex- 
hibits substantially greater fluctuations. A characteristic de- 
cline of 10 per cent occurs during a recession year. Its growth 
rate is shown to be somewhat lower than the growth rate in gross 
national product. 

Since this is an idealized picture, we show corporate profits 
growing at a one per cent rate per annum, although over the past 
decade they have shown a slight downward trend. However, the 
important aspect is that during the first upswing year corporate 


TABLE 6. Patterns of Growth and Cyclical Change in the U. S. Economy 


as 
its 

Recession year -34% 

First up-swing year ti, 30% 

Second up-swing year 6. 8% 

Third up-swing year 3. __ 0% 
Average Growth Rate 

per Annum 5.0% 1.0% 


DJIA DJIA 

Earn- Divi- DJIA 
ings dends 

-20% -1% -20% 

20% 6% 30% 

10% 5% 10% 

4% 4% 5% 

3.5% 3.5% 6.25% 
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profits virtually level off. During the first recession year they 
drop by a very substantial order of magnitude. A similar pattern 
is observed for earnings on the Dow Jones industrial average. 
However, dividends for the Dow Jones industrial average shows 
greater stability. The Dow Jones industrial average itself, the 
final column in the table, exhibits a pattern of fluctuations cor- 
responding to the earnings on the Dow Jones industrial average 
and corporate profits as a whole. 

This table is an idealized representation of rates of change 
during phases of the business cycle, It is useful as a forecasting 
framework for understanding different growth pattern rates at 
changing phases of the business cycle. It also indicates that the 
kinds of fluctuations to which businesses must adjust may be 
sizeable although average rates of change over complete cycles 
may be moderate. 


Differential Growth Rates of Products 
and Industries 


The final aspect of the postwar business world on which com- 
ment will be made in this presentation is differences in growth 
rates for selected products and services in recent years. Table 7 
presents an array of growth rates for selected products and serv- 
ices through 1955. In the table are illustrative growth rates indi- 
cating rates of increase of 40 per cent and over, down to declines 
in growth rates per annum of 5 per cent and over, 

Thus it was not sufficient for business firms to have been in 
an environment in which the economy as a whole exhibited longer 
upswings and shorter downswings than in previous periods. Nor 
would it necessarily be comforting that the amplitude of upswings 
was relatively favorable and that the amplitude of downswings 
was moderate. These overall data mask very substantial changes 
that were taking place in the industrial structure. Overall busi- 
ness activity represented relative stability during the postwar 
period. But fluctuations in individual industries was probably as 
great or greater than experienced at any time in the economic 
history of the United States. Thus business planning had to take 
into account the impact of dynamic shifts in the structure of the 
economy, which took place within a broad framework in which the 
total economy as a whole was relatively stable. 

The differential experience of individual products and indus- 
tries probably contributed to relative stability in the economy as 
a whole. As a consequence, the postwar adjustments were char- 
acterized as ‘‘rolling adjustments.’’ As some industries suffered 
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TABLE 7. Array of Growth Rates for Selected Products and Services Through 1955.* 


1. Average Annual rate of increase 


2. 


3. 


4. 


5. 


of 40 per cent and over. 
Titanium sponge 
Dryers, electric and gas 
Vitamines 
Detergents, synthetic 
Fibers, synthetic 
Air-ton-miles flown 


30 to 40 per cent 


Air conditioners, room 
Melamine resins 

Shavers, electric 

Tape recorders for home use 


20 to 30 per cent 


Polyvinyls resins 

Air revenue passenger miles 
Blankets, electric 

Disposal, food and waste 
Ammonium sulfate, synthetic 
Lawn mowers, power 
Canned baby foods 


15 to 20 per cent 


Plastics and resin materials, total. 
Frozen food 

Repairs, household durables 
Trailer coaches, mobile home type 


10 to 15 per cent 


Garden tractors 

Mixers, food 

Sulfa drugs 

Dishwashers, electric and gas 
Clocks, electric 

Aluminum, primary ingots 


73 to 10 per cent 


Rayon and acetate 

Cleaning and dyeing 

Oxygen 

Outboard engines 

Power sprayer and usters 
Cans, metal (steel consumed) 


6 to 74 per cent 


Acetic acid 

Electric Power, total 
Refrigerators, electric 

Rubber conveyor and elevator belts 
Steel barrels and drums, heavy 
Natural gas marketed 

Carbon black 

Asphalt 

Gas transmission pipelines 
Woodpulp 


- 5 per cent 


Building paper 

Lamps, bulbs and tubes 
Oleomargarine 
Hydraulic turbines 
Boring machines 
Cigarettes 

Printing paper, total 


- 4 per cent 


Motor Fuel 

Coffee makers, electric 

Sand and gravel 

Tires, truck and bus 

Special industrial paper 

Telephones in service 

Industrial trucks and tractors, 
elec. 

Sulphur, crude 


10. 3 per cent 


Beef 

Hand luggage, nonleather 

High explosives, industrial 

Fine paper 

Ice cream 

Kerosene 

Adding machines, electric and 
non-electric 


2 per cent 


Steel ingots 

Newsprint consumption 
Combines, harvester -threshers 
Trucks and busses 

Milking machines 

Passenger automobiles 

Shoes and slippers 

Condensed and evaporated milk 


12. 0 to 2 per cent 


Power & distribution transformers 
Railroad revenues freight ton-mile 
Raw wool 

Sewing machines, household 
Linoleum 

Typewriters 

Raw cotton 

Sugar 

Lamb and mutton 

Lard 
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PRODUCTS SHOWING DECLINING TRENDS 


1. Up to 2 per cent 3. 3 to 5 per cent 


Lead, refined, new supply 

Wire naisl and staples 

Railroad revenue passenger miles 
Bituminous coal 

Textile bags 

Cigars 

Hand luggage, leather 

Merchant vessels built 

Ironers, electric 


Soap, natural 

Pumps, hand and windmill 
Rubber shoes and overshoes 
Railroad passenger cars 
Rubber boots 

Anthracite 


4. 5 per cent and over 
Textile bags, cotton 

Local transit Locomotives, electric 

Lawn mowers, hand Black blasting powder 
Gloves and mittens, all leather Steam engines, reciprocating 
Rails and accessories Locomotives, steam 


SOURCE: Survey of Current Business, April, 1957. U.S. Department of Commerce, 
Washington, D. C. 


*Initial year 1929 or later. 


declines, other industries grew. However, it needs to be empha- 
sized that the overall stability probably has been associated with 
an increase in uncertainty facing business managers and planners 
because of the increased dynamism of change within the structure 
of the American economy. This is a fundamental fact of business 
life that must be recognized as a force of major significance in 
the postwar II business world. 


Conclusions 


We may conclude then that business has operated in an en- 
vironment for business firms whose sales are tied to the behavior 
of the economy as a whole. On the other hand, for industries tied 
to specific segments of the economy, the period was one which 
could have produced considerable change. 

Overall stability may be a goal that is attainable. However, 
within this overall stability business has been operating in an en- 
vironment that has produced great uncertainty for a number of 
reasons. One, population, age structures, and patterns have 
changed. Two, accelerated research and development and new 
product changes have produced substantially different growth rates 
in individual products and industries. And finally, American busi- 
ness faces increasingly a world economy which will produce even 
more dynamic changes than have been experienced in the past 
decade. 
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46. A REVIEW OF THE RECORD 
OF BUSINESS FORECASTING IN 
POST WORLD WAR II YEARS 


Sterling Brubaker* 


In the post war years business forecasters cannot claim suc- 
cess in predicting either turning points or the magnitude of 
the changes. This may partly be due to the lack of stand- 
ards by which to determine good forecasting performance 
as well as the varying purposes of the forecasts and the 
possible biases of the forecasters. We can say that it is 
probably too much to expect a prediction for periods 12-18 
months ahead. Also, there is no evidence that any one can 
forecast better than economists. 


T is difficult to make definitive statements concerning the rec- 
ord of business forecasting during the postwar years. Some of 
the biggest names in the field are best known for their spectacular 
failures. On the other hand, there are many vendors of forecast- 
ing services who claim unique success for their approach—a suc- 
cess which upon examination generally appears to be quite fragile 
indeed, 

Perhaps as individual forecasters it is best to keep our eyes 
on the future, for if we are tempted to look back at our past 
wickedness, while we may escape the fate of Lot’s wife, we none- 
theless may suffer such a loss of confidence as to impair our ef- 
fectiveness in future efforts, 

From the safety of the crowd, however, we can look back at the 
postwar record of a representative group of economic forecasters 
and can see a record of some success, possibly improving over 
time. Yet the record is far from ideal. Moreover, it is so sorely 
beset by problems of interpretation that no easy generalizations 
emerge. The early part of discussion is concerned with some of 
these limitations; subsequently, I will get down to cases in eval- 
uating the performance of forecasters. 


*Sterling Brubaker, Director of Economic Research, Bank of America. 
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Basically, there are two dimensions of forecasting which should 
be considered—success in predicting the timing of turns and suc- 
cess in foreseeing the magnitude of changes. With respect to 
each, it is useful to know how performance varies with the length 
of the forecast period and whether one economic series is more 
easily predicted than another. The proper concern is with our 
success in forecasting the size and direction of changes. The 
temptation to measure success by the degree of deviation from the 
absolute levels, while it makes the forecast look good, should be 
eschewed in any serious evaluation of performance. 

The timing of cyclical turning points attracts much attention 
because turns help to set the tone of the economy, even in in- 
stances where the magnitude of change is not great. Moreover, if 
we can spot turns, we have fairly good assurance that at least we 
will know the direction of change for some time afterward. How- 
ever, it is not at all certain that an error in the direction of 
change, where the magnitude involved is small, is any more 
grievous than a greater error in magnitude where the direction is 
correct. If we forecast that GNP will go up one per cent over a 
certain period and it goes down one per cent instead, is our error 
greater than if it had gone up three per cent? Most economists 
probably would give some special weight to correct prediction of 
the direction in such a case. But it is doubtful that we would feel 
the same if the question were posed with respect to a much greater 
error of magnitude, even though the direction were right. 

For many types of business, a really serviceable forecast 
must yield predictions 12-24 months ahead. Yet our whole ap- 
paratus of leading indicators and of anticipatory data becomes 
very tenuous beyond six months, and data lags are such that often 
we have no premonition of a cyclical turn until we already are in 
it. All of this may serve to raise the question of how we evaluate 
the amount of advance warning given for a turn. Is a six-month 
warning half as good as a year’s warning, or not nearly so? My 
guess would be that the value of longer warnings rises more than 
in proportion to the increase in time, at least up to 18 months, but 
obviously this will vary as between industries. 

I’ve already suggested one of the problems in appraising fore- 
casts of the magnitude of change—i.e., whether errors in direction 
should be more heavily weighted. One other intriguing question is 
whether the same accuracy should be expected in periods of rapid 
change as in more stable periods. If the deviation of forecast 
percentage changes from actual percentage changes is used asa 
measure, it is apparent that the hazards of error are greater 
when the magnitudes involved are large. A forecaster seeking to 
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enhance his record in terms of minimizing his deviations from 
actual changes, recognizing the hazard of a change in direction, 
probably would tend to cleave to some conservative position, stay- 
ing ‘‘inside’’ the actual range of fluctuation. If undertaken as a 
deliberate strategem, this effort to improve his record might not 
be of most service to those who use the forecast. 

In truth, it is impossible to escape the fact that a forecast 
really can be evaluated only in terms of the purposes which it is 
intended to serve. Therefore, no entirely satisfactory objective 
tests can be made of the accuracy of forecasting in general. 

It is possible to contrive various ‘‘naive models’? * against 
which actual forecasts may be compared. However, an infinite 
number of naive models are possible, and it is never certain that 
a relevant one is being used as a standard. The naive model 
which seems relevant is one showing what, in the absence of the 
economist’s forecast, the decision-maker would have guessed the 
situation to be. This, of course, is inaccessible to us. 

It does suggest another question, however. Given an economic 
environment in which forecasts are widely disseminated, are 
events to some extent shaped by the forecast? Presumably if 
forecasting is put to its intended use, it will cause business to 
plan for expansions and contractions in advance, thereby moder - 
ating the swings. 


Where Should We Look for Forecasts to 
Submit to Our Tests? 


Forecasting is one of our favorite indoor sports. No qualifi- 
cations are required for one to set himself up in the business. 
Perhaps it is significant that none of the more sophisticated prac- 
titioners have proved so superior as to drive out the less sophis- 
ticated. In order to reduce the problem of appraisal to manageable 
proportions, some selection must be made among available fore- 
casts, but there is sure to be exception taken to the choice of any 
subgroup to carry the forecasting colors for us all. Selection of a 
given individual or organization would raise the question of 
whether they are more or less competent than the average. No 
matter what choice is made, I am sure to hear from individual 


1.See Arthur Okun in the Journal of Business, Vol. XXXII, No. 3, p. 199-211, 
July 1959, ‘‘A review of some economic forecasts for 1955-57’’; Vol. XXXII, No. 2, 
p. 101-120, April 1960, ‘‘On the appraisal of cyclical turning—point predictors,”’’ 
for some suggestions. 
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forecasters who will claim to have done better. I cannot see any 
happy way to resolve this problem, but I will indicate why some of 
the more obvious routes were not chosen, 

Econometric forecasting models are the most ambitious fore- 
casting techniques presently in use. However, their cost and 
complexity restricts their use to a relative handful of practition- 
ers and they cannot be considered typical of most forecasting ef- 
fort. Moreover, I am not aware that the use of these techniques 
has yielded any marked advantage in performance over the hand 
methods commonly employed. The econometricians suffer no less 
than the rest of us from a lack of reliable exogenous data to put 
into their machines, and this lack is reflected in their perform- 
ance. Moreover, they commonly have difficulty in incorporating 
new developments for which there are no historical relationships 
established, and they must fall back on judgments just as other 
practitioners of the art. Thus, while improvements in econometric 
techniques may one day make them the obvious choice, for the 
period of concern they are neither typical nor markedly superior, 
and no special attention is given to them, 

The President’s Council of Economic Advisors is in the fore- 
casting business, but they are not an obvious choice by which to 
measure the performance of the profession. For one thing, they 
have not been a group to whom the rest of the profession need 
defer. Moreover, there can never be assurance that the published 
forecasts of this group, as with any other government agency, 
represent the objective views of the professionals involved and 
are not bent somewhat to fit the policy objectives of the adminis- 
tration they serve. 

In the final analysis, any selection among forecasts must be 
somewhat arbitrary. I have elected to consider three compila- 
tions of forecasts as a basis for appraising performance in gen- 
eral. They were selected because of their broad representation, 
continuity, ready availability, and, because in two cases, they are 
spelled out in a fairly consistent numerical form. One group, the 
annual forecast meeting sponsored by the NICB, has not always 
specified its forecast in numerical form and therefore does not 
lend itself to easy manipulation. However, it still is a valuable 
source of impressions, A nationwide survey of the views of lead- 
ing business, government, union, and academic economists is 
compiled twice a year by J. A. Livingston of the Philadelphia 
Bulletin, The latest of these surveys, for example, reported on 
the views of sixty-two economists, with wide geographical and in- 
dustrial representation, Finally, I will consider the annual fore- 
casts of a group of California business and academic economists 
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who regularly advise the state’s Department of Finance. None of 
these groups is constant in size or composition, but in each case 
they include a broad cross section of people in the field. 

Before going on to an appraisal of the accuracy of the fore- 
casts, it is appropriate to enter another qualification. Most econ- 
omists participate in such surveys or discussions as a by-product 
of their regular work. The nature of their regular assignment 
may lead them to seek harder to avoid error in one direction than 
in the other. Thus, I suspect the public utility economist is more 
readily excused for overestimating demand than for underesti- 
mating it, while in certain trades, where expensive inventories of 
styled merchandise must be built up in advance, an error in the 
opposite direction would prove more tolerable. There is no meas- 
ure of a ‘‘good’’ forecast apart from the purpose for which it was 
intended, and there is no assurance that the composite group fore- 
casts used here are not affected by this kind of trade bias. 


An Appraisal of Forecasts 


Let’s look first at success in calling turns. The Livingston 
group is best-suited for this purpose since it offers semi-annual 
predictions for 12-18 months in advance, available for most post- 
war years. Because no one explicitly predicts turns as defined 
by the NBER, the evaluation must be confined to some commonly 
accepted series. GNP is the obvious choice, although its tendency 
to lag somewhat the NBER turns lightens the burden placed on the 
forecaster by this test. From December 1947 to January 1960, 
there were 26 usable forecasts of GNP. During this same period, 
four downturns have occurred, each characterized by some quar- 
terly drop in GNP, The forecasts reviewed are the ‘‘consensus’’ 
figures for GNP at mid-year and year-end. 

Of the four opportunities to herald a downturn in GNP, the 
Livingston group showed good success in the instances of the 1948 
and 1953 drops. (See Table I). No advance warning was provided 
by the consensus figures for 1957 or 1960. Reporting in June 
1952, the group foresaw a GNP decline in the second half of 1953, 
Which proved to be accurate. This judgment was reaffirmed in 
January 1953 and again in June. Opportunities to call the second 
half drop in GNP of 1957 were missed in July 1956, in January 
1957, and in June 1957. Likewise, in June 1959, December 1959, 
and July 1960 there was no expectation of the drop in GNP of the 
Second half of 1960. A better result was achieved for the 1949 
drop. In July 1948, declines were forecast for both halves of 
1949; this correct judgment was reconfirmed in December 1948 
and in February and July 1949, 
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TABLE I. Direction of Expected Change in GNP for Successive 
Periods, 1947-1961, Livingston Group 


Date of Direction of change from previous figure 
forecast for various periods ahead 


6 months 12 months 18 months 


May 1947 + 
December 1947 

July 1948 + Dn - Un 
December 1948 

February 1949 


July 1949 
January 1950 
no figures 
December 1951 
June 1952 


January 1953 
June 1953 
January 1954 


June 1954 
December 1954 
June 1955 
December 1955 
July 1956 


January 1957 
June 1957 
January 1958 


June 1958 
December 1958 
June 1959 


December 1959 
July 1960 
January 1961 


= Downturn in GNP 

= Downturn by NBER standard 
Upturn in GNP 

= Upturn by NBER standard 
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Thus, the Livingston group gets credit for two hits and two 
misses. It is interesting to note that both of the successes were 
scored well in advance (6-12 months for 1949 and 12-18 months 
for 1953) while they marched right up to the brink without voicing 
any concern in 1957 and in 1960. 

The NICB business outlook conference held in the fall of each 
year and reported in various numbers of Studies in Business Eco- 
nomics is more difficult to summarize. The discursive nature of 
these proceedings often makes it difficult to know what the senti- 
ment of the group is, and in many instances they fail to get down 
to numbers. Moreover, many of the discussants, feeling vague 
about the second half of the year, insert an automatic caution re- 
garding it. 

The outlook conference for 1948 gave no clear warning of the 
turn which was to come in November of that year. There was 
more optimism than pessimism reflected in their view for 1948, 
and certainly there was no consensus for a late year downturn. 
The outlook conference for 1949, meeting about the time the turn 
was occurring, also had a mixed view of the future, but, on bal- 
ance, they felt that GNP and NI would be down somewhat, as in fact 
they were. Thus, the NICB group gave no clear warning far in ad- 
vance, but it did appear to recognize what was happening in late 
1948, 

The conference for 1953, as summarized by Gainsbrugh, 
thought that the economy had been through a rolling readjustment 
already. The ‘‘lifted that veil of uncertainty’’ surrounding the 
second half of 1953 and forecast a year of ‘‘sustained high level 
activity.’’ The cyclical turn, of course, arrived in July of 1953, 
and the NICB group cannot be credited with a success in fore- 
casting this downturn. The group again displayed caution in look- 
ing at the second half of 1957 but avoided applying the term ‘‘re- 
cession’? to the last half, rather favoring a _ sort of plateau. 
However, there was no clear consensus on the second half, 

For 1960, the NICB made a clear error, as did nearly all other 
forecasters, The expectation was for a strong first half, contin- 
uing upward at a slower rate in the second half. In fact, the down- 
turn is dated in May and Gainsbrugh notes that not a single mem- 
ber of the panel showed their usual caution for the second half. 

Thus, in four tries the NICB group clearly failed to spot the 
downturn on two occasions and scored only qualified or belated 
success on two others. 

The California Department of Finance group meets annually 
in the fall and presents detailed estimates for the coming year. It 
might be argued that the institution was not fully enough developed 
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to stand a clear test on calling the 1948 downturn. However, 
meeting in the fall of 1948 they foresaw high level activity for 
1949, just about the time the turn was occurring, and clearly they 
missed on this one. No warning was provided for the 1953 down- 
turn either, although, in forecasting GNP for the year they showed 
such conservatism that the actual figure was higher than their 
forecast, so one hesitates to call this an error. In the absence of 
any comments about a turn, though, it does not rate as a success 
for the present purposes. The same comment applies to 1957. 
Again the change for the year was accurately predicted, but no 
comment was made about the likelihood of a turn. 

Their luck was not so good for 1960, when they again failed to 
see a turn and overestimated the rise in GNP sufficiently that I 
would charge this as anerror. The California Department of Fi- 
nance group focuses on annual figures and is ill-adapted to pin- 
pointing turns. However, they clearly erred in 1948 and 1960, and, 
for the present purposes, gave an ambiguous performance on the 
other two occasions, 

All in all, then, our various groups of forecasters have aver- 
aged under .500 in spotting downturns, None had any premonition 
of the 1960 downturn, but one or the other of them voiced caution 
on the other three occasions. 

Postwar recessions have been of relatively short duration. 
This greatly complicates the problem of our three groups of fore- 
casters in pinpointing the upturns because forecasting on an annual 
or semi-annual basis sometimes has barely given time to take 
cognizance of the existence of a downturn before the recovery is 
upon us. The four upturns are dated October 1949, August 1954, 
April 1958, and (tentatively) February 1961 by NBER standards. If 
we focus on GNP, the first post-recession quarterly rises occur 
I 1950, Ill 1954, II 1958, and II 1961. 

Livingston’s group failed to spot the 1950 rise in GNP from as 
far away as mid-1949 and twice missed the 1954 rise in their 
forecasts made in June 1953 and January 1954. In June 1957, they 
foresaw a first half 1958 rise in GNP, and, while one did occur in 
the second quarter, this is badly compromised by the fact that the 
same forecast failed to recognize that we were entering a reces- 
sion. Moreover, when the existence of a recession was recog- 
niaed by January 1958, they reneged on the earlier forecast and 
predicted a first half downtrend. The same error was repeated in 
July 1960, when all forecast periods were up through the end of 
1961. By January 1961, when the existence of the recession was 
recognized, they correctly predicted a rise in GNP by mid-year. 
Thus, of four opportunities only one can be called at all successful 
and that for a period only a few months in advance. 
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The NICB group, not being fully aware of the downturn occur- 
ring in late 1948, was in no position to indicate the upturn of late 
1949. In their forecast for 1950 it is difficult to get any clear 
reading, aside from the usual tendency to think more highly of the 
first half than of the second. In general, there seemed to be about 
as much pessimism as optimism for 1950, and this performance 
cannot be counted either as a success or failure. They cannot be 
credited with success in calling the 1954 upturn, for 12 of the 14 
views offered expected further decline for the year (which oc- 
curred on an annual basis) and they made no mention of the com- 
ing upturn, The group expected a negligible decline in GNP in the 
first half of 1958 (which did occur) and a better second half. 
There was an overall feeling that the recession was near an end, 
and, since the NBER turn came in April, this performance can be 
scored as a success. Turning to 1961, while the group was not as 
affirmative as one might like, they saw a mid-year figure no low- 
er than the end of 1960 and a rise in the second half. This can be 
scored as a qualified success. Thus the record of the NICB group 
amounts to one error, one qualified success, one success and one 
ambiguous performance. 

The California Department of Finance group, which had not 
foreseen the 1948-49 recession, belatedly expected it to continue 

-in 1950. They again failed to note in their discussions that 1954 
would be the year of recovery. While there was much disagree- 
ment about prospects for 1958, the median figure forecast a sig- 
nificant rise, which proved to be technically incorrect but provides 
evidence that they expected an upturn. Likewise their forecast 
for 1961 appears to be in the right direction. Thus the California 
group has two successes and two failures on upturns, though it 
must be borne in mind that their procedure permits only a very 
rough approximation to spotting turns. 

Overall, then, our three groups have spotted less than half of 
the upturns in advance, and their record in this regard is poorer 
than for downturns. 

Another aspect of calling turns is the prevalence of error in 
forecasting turns which did not occur. The Livingston group, for 
example, was consistently pessimistic for GNP in 1947 for that 
year and for 1948. Eventually, their gloom was justified, but they 
did not relinquish it easily, and as late as January 1950 they were 
still forecasting declines for 12 months away. After being burned 
by the 1953 recession, they did not recover their confidence until 
June 1954, when they first saw an upturn by the end of 1955. After 
the experience of the long rise between 1954 and 1957, it was hard 
to get any negativism back into the group’s thinking, and only one 
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subsequent forecast foresaw a decline, that one after the 1957 drop 
was half over. Forecasts in the pre-Korean years appear to have 
been weighted down by anticipations of a major postwar recession, 
Since that time there has been some tendency to extend the recent 
trend. 

The NICB group was not entirely immune to the false turn 
hazard. Generally they expected a 1947 recession, but since that 
time, have been less venturous and have predicted no false turns, 
The California group was so consistently optimistic that all of 
their errors have already been subsumed under the prior discus- 
sion of turns. 

In order to focus on success in predicting the magnitude of 
changes, I have converted certain of the Livingston and California 
groups’ forecasts to expected percentage changes and compared 
them with actual percentage changes for comparable periods, It 
was less convenient to attempt this with the NICB discussions, 
since they have been presented in such variable form. 

The Livingston group’s year-end forecasts for the end of the 
following year were employed to make this comparison. Per- 
centage changes were computed from the latest figures available 
to the group and compared with actual changes over a comparable 
period. Thus, the changes often span a five quarter period rather 
than four. 

On this basis, for twelve forecasts 1947-1960 (No figure was 
available for 1951), the average percentage change per period was 
6.8 and the average deviation of the Livingston group’s forecast 
from the actual performance was 5.8 (See Table II). This is only 
slightly better than would have been scored if they had simply 
projected the existing figure at the time the forecast was made. 
I have not played with other naive models, but quite possibly one 
could be found which would have performed better than our ex- 
perts. 

The major errors were made for 1948 and 1950. For 1948 the 
group expected a decline in GNP which did not come, and, conse- 
quently they erred very badly. For 1950, the magnitude of their 
error can be partially excused, as they could not have foreseen 
the Korean War. If the three earliest efforts are eliminated from 
the calculation and only the period 1952-60 is considered, then 
their performance is notably better. Thus, compared with an 
average percentage change of 5.6 per period, the group’s average 
deviation from the actual was 3.7. This still leaves much to be 
desired. The most substantial errors were for 1955 and 1956, 
when the group badly underestimated the growth which occurred. 

Of a total of twelve cases, the group either overestimated the 
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TABLE II. Success in Forecasting the Magnitude of Change - Deviations of 
Forecast Percentage Changes from Actual Percentage Changes, 1947-60 


GNP California Dept. of Finance Group** 


Livingston California Dept. of Industrial Producers’ Consumer 
group* Finance Group** production durables durables 
1947/48 16.4 
1949 1.2 


1950 18.8 
1951 - 


1952 
1953 


1954 
1955 


1956 
1957 


1958 
1959 


1960 


Year 


ON & 


oo 


Ke 


oo 
o wo 


Average 
deviation 


Average 

percentage 

change in 

actual series 6.8 3.9 7.5 9.7 


*Based on forecasts of a quarterly figure 4-5 quarters in advance 
**All California Department of Finance group figures are for year-to-year changes 
in annual totals. 


magnitude of the change or predicted a change in the wrong direc- 
tion in five instances. However, three of those instances occurred 
1948-50. In the nine years, 1952-60, the group overestimated the 
change or erred on direction twice. Only for 1960 did they prove 
too optimistic; the four other instances discussed were cases of 
excess pessimism. Apparently we still are a group of dismal 
Scientists, for it must be remembered that there were, in addition, 
seven instances of underestimating the magnitude of the increase, 
and this was the most persistent failure of the group. 

The California group’s forecasts are for annual totals based 
upon a common assumption concerning the level for the base year. 
Our comparisons are made in the same fashion as before, al- 
though, of course, the magnitude of the changes tends to be some- 
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what less. For the nine years, 1952-1960, the average percentage 
change in GNP amounted to 5.0 and the group’s forecast deviated 
by an average of 2.6. Thus, their record does not differ substan- 
tially from that compiled by the Livingston group. ° 

The Californians were less conservative than Livingston’s 
group. In four cases out of nine they predicted a change which 
was greater than that actually occurring. In three instances they 
were more optimistic than was warranted. They overestimated 
the magnitude of the 1954 drop and in five cases underestimated 
the extent of increases. All in all, it was a rather balanced per- 
formance. 

Other series can be treated by the same technique. Thus, the 
California group did quite well at forecasting industrial produc- 
tion, with an average percentage deviation of 3.6 compared to an 
actual average yearly change of 7.5. They displayed no persistent 
pessimism or optimism, splitting evenly the six cases used in the 
comparison between overestimates and underestimates of changes, 

The volatile producers’ durables series was difficult to handle. 
In two of nine cases the direction was missed, and wide deviations 
occurred in 1958 and 1959, when the extent of change was badly 
underestimated. Compared to an average yearly percentage 
change of 9.7 the group’s deviation amounted to 8.1. 

Predicting the trend for consumer durables proved still more 
baffling to the California group. In four of nine instances, 1952- 
1960, the Californians overshot the actual changes, once missing 
on direction. They missed very badly in 1955 and 1960 (when they 
doubtless had much company) and also in 1958, when they failed to 
perceive the effects of the recession. Those errors so tainted 
their record that they averaged no better than if they had simply 
projected the current year. 


Summary 


On this record, whether treating turning points or the magni- 
tude of changes, business forecasters cannot claim any spectacu- 
lar success. Again let me recall some of the qualifications voiced 
earlier. We don’t know the purposes for which the forecasts were 
made and how these purposes may have introduced bias. No doubt 
many individual forecasters have done much better and many will 
resent my use of these groups as representative. The attempt to 
reduce these chosen groups of forecasts to summary form doubt- 
less has done injustice to them in failing to take much note of the 
qualifications which accompanied the numbers. An economic ad- 
visor would be able to convey this sentiment to his employer, and, 


THE RECORD OF BUSINESS FORECASTING 467 


more importantly, he could modify his forecast frequently as the 
occasion demands. Our attempt to pick turns out of annual data is 
crude and places a heavy burden on those who must tender their 
views a year or more in advance. 

One conclusion which seems to emerge is that it is asking too 
much of the forecaster to expect him to predict events 12-18 
months in advance. Unfortunately some business planning must 
be done at that distance, and even for a somewhat longer inter- 
mediate term period. At this range or beyond we can do little 
more than figure the odds on the average length of business cy- 
cles, for we don’t have good means for relating the future to 
trends observed in the current economic picture. 

The period reviewed posed some severe tests to forecasters. 
Prior to the Korean War there was widespread expectation of a 
postwar depression, This affected the attitude of many and led to 
considerable pessimism... After the Korean War and the 1953 de- 
cline there was a tendency to underestimate the magnitude of our 
growth in general, but it was not as persistent as one might have 
expected. There is some tendency for conservative forecasts—a 
tendency which seems to affect Californians less than others! 

The main drawback in any such evaluation is the lack of stand- 
ards for what constitutes a good performance. Since decisions 
must be made, the real test is whether anyone else could doa 
better job. In view of the generally upward trend of the economy 
over this period, an inveterate optimist would have scored rather 
well. Businessmen have the reputation for being optimists, and 
perhaps I should have tried to compare the views of a group of 
businessmen to see how this kind of ‘‘naive model’’ would have 
performed. 

But I fear that it is too late to do this—by now the forecaster 
is ubiquitous and the innocent are no more. There is no body of 
business sentiment which is unaffected by the views of our fore- 
casters. There is no way out except for economists to learn to do 
their job better. And while there are many things which an econ- 
omist can do better than forecasting, there is no evidence that 
anyone can forecast better than economists. 
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47. HOW MARKETING MANAGERS 
CAN ADJUST TO FLUCTUATIONS 
IN BUSINESS CONDITIONS 


Hans B. Thorelli* 


The marketing manager should be engaged in entrepreneur- 
ial marketing—the activities which decide what businesses 
to be in, where these businesses should be, and the func- 
tions to be performed by the firm in these businesses. In 
order to do this the marketing manager should plan for 
growth over the cycle rather than just for the next ac- 
counting period. He should establish how the firm reacts to 
changes in the environment as well as how the environment 
reacts to changes in the various competitive variables. 


STROLOGY, meteorology and economic forecasting all testify 
to man’s incessant urge to peer into the future. To pass on 
which of these areas will see the greatest progress would be itself 
an interesting, if not necessarily rewarding exercise in prediction. 
Certainly the past record of prognosticating is studded with images 
turned mirages. It is difficult to prophesize—especially about the 
future, as somebody said! 

Yet the essence of management is dealing in futures; to plan or 
provide for the future the manager must have a view of it. Unfor- 
tunately, he is in a much worse spot than Los Angeles meteorolo- 
gists, who can score a 90 per cent perfect record simply by pre- 
dicting sunshine for every day of the year. When it comes to 
business we are faced with the trite truth that nothing is as cer- 
tain as that tomorrow will be different from today. 

There are a number of types of change in business conditions 
which may be distinguished at least conceptually. Proceeding from 
the macro to the micro level we go from the international and na- 
tional levels via the industry level to the individual firm. There 
are also various types of short-term and long-term change at each 
of these levels. From the viewpoint of the marketing manager 
worth his salt there is also reason to distinguish environmental 
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stimulae which call for entrepreneurial marketing decisions from 
those which call for marketing subfunctional decisions, 

Clearly, by combining the different levels of the economy, dif- 
ferent time spans of change and the different types of marketing 
measures which might be called for we could get a delightful 
three-dimensional matrix, where each ‘‘box’’ might appropriately 
be the subject of a special panel discussion. Having thus scoped 
the universe, so to speak, and found it too large to encompass, I 
feel free to limit myself to some random reflections here, confi- 
dent that they will fit in somewhere within the picture. 


Entrepreneurial Marketing and 
Long-Term Change 


A moment ago I spoke of a marketing manager ‘‘worth his salt’’ 
because it is quite clear that many marketing men have not yet 
faced up to—and certainly not lived up to—the fact that in an era 
when so-called professionalized management is increasingly tak- 
ing over from owner-management, the marketing boss is logically 
in line to inherit a large part of the entrepreneurial function itself. 
It would seem that the hesitance, or even outright disenchantment, 
that is felt within wide circles of business to-day after 15 years of 
practicing the so-called marketing management concept is due 
largely to the fact that marketing managers and vice-presidents 
have often failed to shoulder this major part of entrepreneurial 
responsibility. 

What do we mean, then, by entrepreneurial marketing? Pri- 
marily activities which help the firm decide what businesses to go 
into, what businesses to get out of, what functions or services to 
perform in the various businesses, what areas of the world or the 
country to be active in, and soon, These decisions are all king- 
size and long-range. 

A discussion of the criteria to be used in making these entre- 
preneurial decisions would take us too far here—primarily be- 
cause there are no general criteria. The criteria for any given 
firm must be derived from the objectives of that enterprise which 
are, or certainly should be, unique, if the firm is to render more 
than a routine contribution to the well-being of its clientele. Suf- 
fice it to say that to find and develop a unique niche in the market 
Place requires considerable understanding of the environment and 
the trends of change therein. 

At this stage two points must be made, both polemical. One 
concerns that fair-haried article on ‘‘Marketing Myopia’’ by 
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Theodore Levitt.' The author makes an excellent case for under- 
standing of environmental trends as the cardinal element of mar- 
keting statesmanship, and herein lies the great merit of his essay, 
However, in developing this sound notion, Levitt is carried away 
by the same disease which he finds in so many captains of industry 
of the past. For instance, he accuses the great railroaders of the 
1880’s of not perceiving that their business was really nothing less 
than transportation, it was not merely showing the country ‘‘how to 
run a railroad.’’ With some degree of foresight, in other words, 
the Harrimans, Vanderbilts and Huntingtons, and their followers, 
should have cut a broad swath for themselves in trucking, air- 
lines, shipping, and I guess space vehicles as well. I submit that 
with equal justification the railroads should really have conceived 
of themselves as real estate operators and developers. There is 
no telling what their dividends would have been now if the railroads 
had hung on to that piece of the nation the size of the Republic of 
France which they had received in land grants before the turn of 
the century. 

A parallel observation is in order with regard to Levitt’s pe- 
troleum industry example. It is quite possible that the oil industry 
could have been more imaginative when it came to the natural gas 
at their own back door, or to the competition from coal or elec- 
tricity. But to go from there to lambasting the petroleum tycoons 
for not having perceived decades ago that they were really not in 
the oil industry but in the total energy business, which today, in- 
cidentally, would just as well take them into atomics, solar energy 
and half a dozen other fields, is certainly stretching the marketing 
concept—or at least the concept of the relevant market—too far. 
Whether the name Energy Company just adopted by one of the 
Standard Oil concerns will really mean anything more than high- 
faluting public relations remains to be seen. In the meanwhile, I 
would suggest that most oil company presidents might with as 
much, or indeed greater, reason argue in some terms like these: 
‘‘Suppose this fellow Levitt is correct in assuming that there will 
be no use for petroleum derivatives in the automobile of the future. 
Well, here I am with 200 million dollars sunk in oil wells and 
equipment, leases and prospecting rights. Surely there must be 
some customer needs, known or unknown at this time, which can 
be satisfied by a guy with this kind of resources and enormous ex- 
pert manpower in petroleum technology to boot!??? And I submit 
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the oil man need look no further than to petrochemicals, plastics, 
and drugs to find a mighty good answer. 

In other words, business planning can be just as marketing- 
oriented by asking what alternate needs your own resources may 
satisfy as by selling out for a song and picking up, lock, stock, and 
barrel, to follow an old but now nomadic customer of yours. Mr. 
Levitt may have 20-20 hindsight, but he is also not completely 
free from the myopia he finds in his brother’s eye. 


Forecast the Total Environment, 
Not Merely the Economic 


My second polemic is directed towards members of the eco- 
nomics clan—I hesitate to use the word profession—in general. It 
has to do with the work of economists in the area of long-range 
forecasting, an area of prime interest to entrepreneurial market- 
ing decision-making. Economists traditionally have focused rather 
narrowly on quantitative aspects of demand, GNP, and other sta- 
tistically interesting aspects of the environment. And they have 
often behaved as if this was all that was needed. But from an en- 
trepreneurial viewpoint qualitative aspects are at least equally 
important. Realizing this, a group of academicians in the corpor- 
ate Marketing Services of the General Electric Company a few 
years ago embarked on a forecasting project taking these facets 
into account. Somewhat facetiously we labeled the study the ‘‘Om- 
nosis,’’ that is, the prognosis of all relevant factors rather than 
merely a projection of GNP, population, and electric power output 
in 1980, which would have corresponded more to the conventional 
economist approach. 

This group, in addition, went into such areas as changes in 
technology, in government-business relationships, in marketing 
channels and institutions, in the division of economic functions 
handled by various types of firms, and trends in the values, styles 
of life and buying criteria of Americans. These are the kinds of 
factors that collectively, or sometimes even individually, are just 
as important in influencing the fortunes of the individual enter- 
prise as business cycle fluctuations of the mild type we have had 
after World War II, Here the marketing manager will have to 
learn to prevail upon the engineer, the social psychologist, the 
political scientist and the sociologists for expert guidance in long- 
range decision-making, just as much as he already does on the 
economist. And maximum payoff can only be obtained when the 
efforts of these various types of expertise are integrated. 
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Coping with Short-Term Fluctuations 


Turning, then to a few remarks on short-term business fluc- 
tuations, it would seem that the first two questions are: What do 
we mean when we say that marketing management should ‘‘adjust’’ 
to the business cycle? Why should marketing managers adjust to 
these short-term cycles? It appears that such concepts as ‘‘ad- 
just”? or ‘‘react’’ to environmental stimulae acquire real meaning 
only when the process of reacting is viewed in relation to the ob- 
jectives of the firm. 

Are these to ‘‘maximize’’ profit (or ‘‘minimize’’ loss) ona 
day-to-day basis or, at the most, over the course of the short- 
term cycle? We shall not now discuss the inherent impracticabil- 
ity of the classical standard of profit maximization as a guide to 
management action. Let us merely establish that marketing man- 
agers typically seem to behave as if they thought that maximal 
behavior within the immediate business accounting period were the 
norm. The familiar conditioned reflex is to increase marketing 
expenditure when times are good in the hope that this will make 
them even better, and contract expenditure when times are bad, 
seemingly in the hope that this will prevent them from getting even 
worse (that is, from the viewpoint of the individual firm!). 

To what extent this behavior would have to be modified to 
achieve maximization over the entire cycle I will leave to the eco- 
nomic theorist to develop. I think the question is of rather little 
interest, as it seems obvious that we are in an era when the goal 
structure of the firm is becoming increasingly diversified. In 
other words, I think that such objectives as long-term growth with 
short-term stabilization of employment and sales—and perhaps 
other goals as well—will become more relevant guides to market- 
ing action, 

Assuming then that some other behavior than merely the con- 
ditioned reflex is desirable to cope with short-term fluctuations, 
the marketing manager is immediately faced with a new pair of 
questions, First, how does his particular business react to 
changes in the environment? The phasing and impact of cyclical 
variables in demand will vary a great deal, for instance, depending 
on whether you are an equipment manufacturer, a producer of 
consumer durables, a marketer of goods for immediate consump- 
tion, a purveyor of services, and with many other determinants. 
This question needs no discussion here, as there are a number of 
recognized ways of arriving at workable answers. 

Secondly, the marketing manager needs to know how the en- 
vironment reacts to changes in the competitive variables under 
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his control, both generally and specifically in various stages of 
the business cycle. Because clearly it is the mission of the mar- 
keting man not merely to be a slave under his environment but in 
some appreciable degree he must learn to master it. Unfortunate- 
ly, in this area social science is not as yet in a very good position 
to assist him. It is true that of late some extremely promising 
progress has been made in measuring the effectiveness of adver- 
tising expenditures in various types of markets, but most scien- 
tific findings as to the impact of competitive variables individually 
and as ingredients in different varieties of marketing mix remain 
to be gotten. In the meanwhile history and intuition will have to do 
as primary guideposts to counter-cyclical marketing action. 


Counter-Cyclical Marketing Planning: 
Some Suggestions 


Let me try my hand at a few suggestions for counter-cyclical 
measures, then, even though I have just cautioned against general- 
izations at the present stage of the game. Like any good medical 
man I will begin by emphasizing prophylactic measures, i.e., ac- 
tion aimed at immunizing the business from fluctuations as best 
we can. An advice easier to give than to follow is: get into growth 
businesses, and get out of stagnating ones, which are apt to be 
much more affected by short-term fluctuations. Another advice, 
of course, is diversification. The Brunswick Corporation has ex- 
panded into hospital and educational supplies as a hedge against 
recessions affecting their recreational products. Many electronics 
firms subject to the almost incredible vagaries of the military 
market are trying to branch out into consumer goods. Last, but 
not least, many American concerns have found international oper - 
ations—that is, geographical diversification—a valuable hedge 
against U.S. recessions, as postwar business cycles have varied 
greatly both in amplitude and, more importantly, in timing from 
one area of the world to another. 

But suppose your business gets a case of recession doldrums 
anyway? Well, one thing you have to remember is that under the 
antitrust laws it is illegal for you to do what most European busi- 
nessmen would do when things get tough, at least before World 
War II, namely get together with your competitors to divide a 
shrinking market and maintain prices by cartel arrangements, 
Incidentally, most of these agreements of the past failed anyway in 
their ostensible purpose to stabilize market conditions. 

So what do you do? While it is impossible to generalize about 
this, a good first approximation in many industries is doubtless to 
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do the opposite to the conventional response. Where in the past 
you cut down on your advertising effort, instead increase it; where 
you used to let salesmen go, instead keep them in the fold, or even 
add some new ones, Where tinkering with price was the last thing 
you would do, see if there may be room for some experimenting 
after all. And then show you have the courage that most of our 
.politicians unfortunately have not: when the boom comes along 
exercise some restraint in adding fat to your expense budget! 
Chances are that you will need those extra profits which any boom 
can bring with sound management to bolster your decisions the 
next time a recession comes along. I submit that one more firm 
with the courage of really implementing a policy of growth with 
stability is doing more to promote the American way of life than 
ten thousand sermons on free enterprise by the manager whose 
firm is merely rollercoasting with the business cycle. 

In summary, the marketing manager’s preparedness program 
to cope with both long and short term business fluctuations in- 
volves at least the following elements: 


1) AS a member of top management, participate in de- 
fining the general objectives of the firm; 

2) Counsel the firm what businesses to be in and which to 
get out of, and the functions to be performed by the 
firm in each of its businesses; 

3) Establish how the firm reacts to changes in the en- 
vironment, and prevail on a broad range of expertise 
(not merely economic) in arriving at and evaluating 
business forecasts; 

Establish how the environment reacts to changes in 
the various competitive variables, or in their market- 
ing mix, both generally and during various phases of 
the business cycle; 

Plan for stable growth over the cycle, not merely for 
the next accounting period. And in an era when com- 
puters can do so much to facilitate data processing, 
there is much to be said for your developing a set of 
alternate plans to fit various environmental contingen- 
cies. Because no matter how you forecast, and no 
matter how you plan, you are sure to be in for some 
surprises. 


Part Five 


COORDINATION THROUGH CONTROL 
— UNCONTROLLABLE VARIABLES 


C. World Competition 


48. HOW AN AMERICAN-OWNED 


COMPANY MEETS WORLD-WIDE 
COMPETITION 


John Mackie* 


In both production and marketing you must realize that lo- 
cal people are indispensable to the operation of any Amer- 
ican-owned business abroad. You can not make friends 
abroad simply by foisting the American way of doing 
things. In this light, Schenley Industries, Inc. established 
successful producing subsidiaries in both Canada and Scot- 
land and are marketing their products in 100 countries. 


HEN Professor Dowd invited me to participate in this panel 

discussion, he requested that I address my remarks toa 
specific problem: how a European company meets American com- 
petition in the international market. He did not know at the time 
that the British company I head was actually a subsidiary of an 
American parent, Schenley Industries, Inc. of New York. Conse- 
quently, for want of firsthand information, I cannot tell you how a 
European company meets American competition in the global 
market. But I can tell you how one American-owned company 
meets Europena competition in the home market, the U, S, market 
and particularly the global market. Ithink you will find this a little 
more interesting. 

Since my company is chiefly a producer and marketer of whis- 
key, I will begin my talk with a few words on the product itself— 
whiskey. There are only three major types of whiskey —American 
Bourbon, Scotch and Canadian. Each is a distinctive type, alto- 
gether different from the others. Each type may only be produced 
in the country of its origin. Bourbon is a product of the U, S., 
Scotch a product of Scotland and Canadian a product of Canada. 

Although there is only a relatively small quantity of Bourbon 
shipped into the international market, Bourbon out-sells all other 
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types combined because of the immensity of the U. S. market, 
Scotch, on the other hand, is the international whiskey. Scotch 
out-sells all other types combined in the global market, and its 
export market is approximately three times as great as its home 
market. Canadian whiskey has only two large volume markets, the 
home market and the United States. About 90 per cent of all the 
Canadian whiskey exported is exported to the United States. 

Irish whiskey, which was the biggest selling whiskey in the 
international market some 50 or 60 years ago, gradually lost its 
markets to Scotch as consumer taste preferences around the world 
turned from straigth whiskey to blended whiskey. Today, ship- 
ments of Irish whiskey to world markets are down to a trickle. 

The United States is the world’s greatest whiskey market. The 
U. S. produces about 60 per cent of the world’s annual whiskey 
production and it consumes about 80 per cent of total world con- 
sumption. About 58 per cent of all the Scotch whiskey exported is 
exported to the United States. I think it can safely be said that 
the U. S, consumes more Scotch and more Canadian than the rest 
of the world combined. 

The reason is obvious. Whiskey is a heavily taxed, luxury pro- 
duct. You Americans, with an incomparable standard of living, 
are the only people in the world that can afford the luxury of drink- 
ing whiskey day in and day out, Other peoples have to limit its 
use to special occasions. This doesn’t mean that other people 
drink less than Americans, It merely means that they are forced 
to rely on cheaper, native beverages, mostly wines and beers. 

The fact that the U. S, market is by far the biggest market for 
Scotch and Canadian whiskies brings me to the principal topic of 
my talk: how an American company meets the competition of 
European companies in both U, S, market and the world market. 


Establishing Production in Canada and Scotland 


Since—by domestic legislation—Scotch can only be made in 
Scotland and Canadian whiskey only in Canada, it follows that the 
American company wishing to market these unique products must 
necessarily acquire production facilities in both countries, 

Schenley Industries, Inc., foreseeing the growth of the U. S. 
market for Canadian and Scotch whiskies many years ago, gave 
long study to the problems of establishing subsidiaries in Canada 
and in Scotland. In 1945, while World War II was still raging, 
Schenley decided to produce whiskey in Canada largely for export 
to the U. S. market. From the moment of decision, the company 
was acutely conscious of the fact that production of Canadian 
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whiskey in Canada by a U, S, distilling firm would create many 
serious public relations problems. To prevent the arising of such 
problems, the company decided that the Canadian company must be 
staffed 100 per cent by Canadian citizens and given full autonomy 
in its operation. Our record attests that this was the soundest 
decision that could have been made. 

There can be no doubt that thereisa marked difference between 
ethnic groups, between cultures, between national traditions. And 
the United States of America, being so marvelously unique in its 
ethnic composition, its pluralistic culture and its original tradi- 
tions, stands alone—wholly apart from its Canadian neighbors 
largely of British and French origin and its European friends, 

The gulf of difference is not easily bridged and, in my judgment, 
discretion dicates that we not attempt to bridge it. You simply 
cannot make friends abroad by foisting the American way of doing 
things upon people who are quite content to do things the way they 
think they should be done. This was the position Schenley took back 
in 1945. 

In Canada, Schenley purchased an existing distillery rather than 
starting from scratch and building from the ground up. All per- 
sonnel were retained. I myself happened to be living and working 
in Canada at that time. I came to the Schenley organization as 
soon as it entered the Canadian scene, From the beginning, I was 
informed by management that Canadian Schenley would be wholly 
Canadian, that the American parent would not interfere in its 
management, except for matters of broad company policy. The 
original policy has worked well over the years and has never been 
changed, 

Today, Canadian Schenley is growing at a rate faster than its 
competitors and it is the only Canadian distilling company market- 
ing 8 and 12 year old Canadian whiskies in the United States. 
These whiskies are marketed under the name of Canadian Schenley 
O.F.C., and we believe them to be the finest quality Canadian 
whiskies available in the United States. But possibly more im- 
portant, largely as a result of the policy outlined, the proportion of 
the Canadian market taken by an American company entering into 
competition as a newcomer against long established Canadian- 
based companies has been little short of sensational. 

The success of the Canadian pattern of operation motivated the 
Schenley organization to spread its wings abroad. Because ] was a 
native-born Scotsman, the company selected me to develop the 
British operation. We followed the Canadian plan to the letter. 
Again, instead of starting from scratch, we negotiated for a long- 
established British firm that owned two whiskey distilleries in 
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Scotland, a blending and bottling plant in Glasgow and a gin distil- 
lery in London. Immediately after its purchase, the American 
parent committed several million dollars for expansion of its 
production, warehousing and bottling facilities. Again, all person- 
nel in both Scotland and England were retained and additional Bri- 
tish personnel were hired. There was absolutely no change in 
management except myself, and I was acceptable to everyone as a 
native-born Scotsman, Even the Board of Directors of the British 
company is entirely British. 

When the decision was made to erect a new distillery in the 
Scottish highland, on the River Spey where no new distillery had 
been built in 60 years, I realized that it was a matter to be handled 
with greatest delicacy. The Scots are a proud people. They might 
understandably proud of their distinctive whiskey. They might 
easily be offended by an American company that presumed to poach 
upon their private preserve. 

Quietly, we negotiated for property in the ‘‘Golden Rectangle’”’ 
of the highlands, the area where the finest quality malt whiskies 
are produced. After I had purchased a 600 acre tract in the valley 
of the Spey River, in the heart of the Golden rectangle, we com- 
missioned Sir Albert Richardson, former president of the Royal 
Academy, to design a plant that would blend in the beauty of the 
countryside. Sir Albert was given a freehand, with absolutely no 
interference from the parent company. Indeed, the chairman of 
the board of Schenley did not have any idea of what the plant would 
look like until the day of dedication. 

Because the distillery was built in a rural district where only 
sheep had grazed and deer had roamed, it was necessary to provide 
housing for the staff that would be employed after the plant went 
into operation. In effect, we had tobuild a self-contained commun- 
ity with its own roads, its own water supply system and its own 
sewage system. The only thing we didnot build was a supermarket 
and this was made unnecessary by the mobile markets that daily 
are driven out to the plant to bring the housewives supplies of 
fresh meats and vegetables, milk, bread and other necessities. 

The homes for the employees, typically Scottish in architecture 
layout and equipment, are five-room units with central heating—a 
luxury in that part of the country—electric stoves and built-in 
kitchen equipment, They are given to the staff rent-free. Upon 
completion, the project was acclaimed in the Scottish and English 
press. Then, at its dedication, we rang another public relations 
bell when we announced the donation of a grant to a Scottish 
college for research on barley, the grain from which malt whiskey 
is distilled. 
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I have recounted this case history of how one American firm 
operates abroad because it makes the point that mere words are 
incapable of expressing—namely, that local people are indispens- 
able to the operation of any American-owned businessabroad. You 
just can’t work successfully without their co-operation and it may 
well be that for this reason our brand, Long John, has moved 
from a brand with relatively small sales to one of the top-selling 
whiskies in Scotland itself. 


Marketing Whiskey in World Markets 


Long John Distilleries, Ltd.—that is the name of our Scotch 
whiskey producing company—uses the same methods in its market- 
ing operations. We market our brands in 100 countries throughout 
the free world. We have no markets beyond the Iron Curtain. In 
all of these countries. we work through a local agent—a native of 
the country who speaks the language of the people and knows the 
history, culture and traditions of the country. We never use for- 
eigners in any country. 

Periodically, I and other members of my staff call personally 
on our agents. We discuss their problems and make suggestions 
based on our experience in other lands. But we never tell them 
what to do. They are treated as free agents and we give them a 
free hand. Moreover, we find this method works best for us. To 
give our agents every backing we have our own men on the spot to 
keep regular contact and give every assistance. 

The only thing we insist on is the use of our brand image in all 
ads. We try to tell our whole story on the label on the bottle. 
Actually, we use two labels on the front of the bottle. The top one 
is circular cutout on which the name of our brand—Long John—is 
printed in large type. This givesusimmediate brand identification. 
On the bottom of the bottle we have a second label. This shows a 
picture of a typical Scotsman, wearing a kilt and tam o-shanter, 
holding a glass of whiskey in his right hand. Then we have our 
slogan: ‘‘The Scotch they drink in Scotland.’’ Between the two 
labels, the color of the whiskey is plainly seen. In a way, this 
kind of advertising concept is rather foolproof. There is not much 
an agent can do to change it. And if he uses it, the ad is bound to 
be effective from our point of view. 

With regard to marketing Scotch whiskey, the whole world is 
pretty much of a free market with the exception of the Iron Curtain 
countries. But it is a fiercely competitive market. All of the 
competitors are British firms, or British Commonwealth firms 
with the exception of our own which is U. S.-owned. We all have 
to keep moving to hold on to our share of the world market. 
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Marketing whiskey in the United Kingdom is much more diffi- 
cult for the producer of a new or little-known brand than is mar- 
keting the same brand abroad. This paradox arises from the 
English tied-house method of doing business. The tied-house is a 
method of marketing whereby the producer and retailer are locked 
together either by ownership or agreement. Generally, it is by 
ownership, 

In England and Wales, an estimated 90 per cent of th 78,000 
retail outlets are owned by brewing combines. To a lesser degree 
the same system prevails in Scotland. 

This system is either all good or all bad for the producer, 
There is no middle ground, If the producer can get a combine to 
take on his brand, he is assured of wide distribution. If he cannot, 
then it is almost impossible for him to get any distribution. His 
only recourse is to create consumer demand for his product by 
out-advertising his competitors. But this is usually impossible 
since the producer is not likely to have the capital resources 
necessary for such a huge investment in advertising without profit 
from sales. 

In the United States, the tied-house is prohibited by law in those 
states where the liquor business is a licensed enterprise. This 
gives the producer of a new brand a fair chance to get distribution. 
But in 17 of your states, where the state itself has monopolized the 
distribution of alcoholic beverages, the effect is the same as the 
tied-house. For it the state does not agree to list the brand, the 
brand may not be sold within the state and the market is legally 
closed to the producer. 

In effect, then, there is little practical difference between the 
British tied-house method of marketing and the American state 
monopoly system of alcoholic beverage control. In either case the 
producer must get his brand listed for sale or he cannot do busi- 
ness. Hence the British tied-house and the U. S, monopoly state 
operation pose difficult problems, 

The future of the Scotch whiskey business has never looked 
brighter. I would not be surprised to see the U. S, market for 
Scotch grow on an average of 500,000 cases a year for the next ten 
years or about 60 per cent. My optimism is predicated on the de- 
velopment of new markets within the United States, in areas where 
until recent times there was no market, combined with the general 
growth of your economy. And even this immense growth may fade 
into insignificance compared with the growth of sales in West 
Europe. 

It was not long ago that virtually all of the Scotch sold in the 
U. S, was marketed in an area between New York and Washington. 
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Today, metropolitan New York still accounts for 22 per cent of 
total sales but the metropolitan areas of Chicago, Lod Angeles and 
Miami each account for six per cent of the total. I would guess 
that there are now about 50 good size markets for Scotch in the 
United States. Last year these markets absorbed more than 
8,000,000 cases of Scotch whiskey. This is about ten times the 
business we did in the U. S, market in 1934, the first year of 
Repeal. 

In western Europe, especially in the Common Market nations 
where the standard of living has steadily been rising, the consump- 
tion of Scotch whiskey has kept pace with the increase in disposable 
income. The business boom in West Germany, for example, is 
reflected in the increase in consumption of Scotch whiskey in that 
country. Our comapny—Long John—recently effected an agreement 
with our German agent whereby we will both plow back all of our 
profits into advertising for the next three years. At that time we 
are confident that Scotch whiskey will have supplanted brandy as 
market leader. We have agreed to the same thing in France, a 
vast and growing market for Scotch whiskey. 

Scotch whiskey producers, in anticipation of a rising consumer 
demand, have for the past several years been laying away huge 


stocks of whiskey for aging. Today, the industry has inventories 
equal to nine years supply at present rates of utilization. There 
should be no shortages for a long time to come although the un- 
believeable growth in demand could force me to eat my words. 

I trust that this case history of how one American company is 
meeting European competition both at home and abroad will be of 
some value to you in your foreign operations. 


49. ESTABLISHING A FRANCHISE 
FOR YOUR BRAND OVERSEAS 


G. H. Matthew* 


The success of establishing a franchise for your brand 
overseas depends on your American management attitude 
and your willingness to play by other than U.S. rules. The 
marketing essentials of product, package, selling program 
both to consumers and to the trade, and administration 
must be adjusted to the differences in language, consumer 
tastes and habits, distribution methods, and the laws in 
other countries. 


HE subject which we now have for discussion obviously calls 

for some qualification. I believe that, since the question of 
establishing a franchise for your brand overseas could cover such 
a wide range of product classifications and distribution methods, 
some preliminary definition would be worthwhile. The marketing 
considerations for consumer goods do not, for example, follow the 
same pattern as for capital goods. Even in the consumer field, 
automobiles and refrigerators demand the use of techniques that 
are somewhat different than those used for food products. 

In overseas marketing, there are, of course, elements that have 
to be considered in any case—the language, the law of the land, 
etc.—but, for the purpose of this discussion letus think in terms of 
an operation like that of General Milk Company which has overseas 
manufacturing facilities, which produces packaged and branded 
food products, whose principal markets are those countries where 
plants are located but who also does considerable exporting from 
both foreign and American sources 

This is a situation which permits the fullest exploitation of the 
brand or brands. The problems involved in establishing foreign 
sources of supply of the product are of course, another story. 
But in recent years, it is becoming more and more evident that, 
for most products, foreign as well as American supply sources 
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are necessary for profitable participation in the international 
market. The development of the European Economic Community 
is a case in point. 

The successful marketing of consumer goods overseas, as here 
in the United States, involves careful planning, sound decisions and 
forward looking adjustment to trends, The four elements are: the 
product, the package, the selling program—to the consumer and to 
the trade, and the people who implement the program and their 
administration. 

Generally speaking, a program directed at the consumer ina 
foreign market can be based on American principles but must allow 
for certain conditions that are not American and which are apt to 
be highly variable from country to country. The marketer cannot 
change these conditions. He must tailor his American concepts 
to fit them. 

First, of course, is the language. Ideas have to be translated. 
This not only presents a problem in advertising (as will be men- 
tioned later) but there is the question of semantics—principally 
between the American marketer and the people who must implement 
the program—sales management, advertising agency personnel. 
There is a good possibility of misunderstanding either way even 
if both parties are bilingual. Sometimes an idea has to be pre- 
sented several times, on different occasions and in different ways 
in order for there to be some chance of complete and detailed 
mutual understanding. 

Second, there is the consumer whose tastes, habits, education 
and income level are apt to be quite unlike the American. These 
characteristics are, however, changing and developments must be 
not only recognized but projected for forward marketing planning. 
Sometimes this ‘‘forward look’’ is not quite as complx a consider- 
ation as it is here in America. With some products and in some 
foreign markets, development is simply 20 to 30 years behind the 
U. S, and headed in the same direction. It’s just a question of rate 
of development. Examples, grocery supermarkets, items like 
strained baby foods and other convenience foods. 

Third, since the mechanics of distribution involve direct dealing 
with the foreign business community, it must be recognized that 
the ‘‘trade’’ functions under a set of business methods, principles, 
customs, even ethics that are distinctly unlike the American. 
Success depends on playing under the local rules. 

Finally, consideration must be given to differences in the 
basic law which governs most foreign nations, As you know, the 
United States, the United Kingdom and the British Commonwealth 
function under the ‘‘common’’ law or law of precedence. Most of 
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the rest of the Western World adheres to the ‘‘civic’’ or ‘‘statu- 
tory’’ law—sometimes called the Napoleonic Code. This is some- 
what outside the realm of marketing but affects it to some extent, 
as all phases of the business are affected. 


The Product 


It’s not enough to simply assume that because a product has a 
degree of acceptance in the American market, it will also suit the 
foreign consumer. I refer not only to formulation, in the case of 
packaged foods, but also to the price level at which the product 
must be sold. The old principle that success in the market place 
depends on giving the consumer what he wants ata price he can 
afford to pay is just as true overseas as it is here at home. And 
overseas, both standards are often unlike the American. 

For example, two of the forms of processed milk that are pretty 
generally used all over the world—including the United States—are 
evaporated milk and sweetened condensed milk. Both are concen- 
trated milk in liquid form, packaged in tin cans and used in a wide 
variety of ways—cooking, creaming of coffee and tea, infant feeding, 
etc. Now, in this country, relative unit consumption is on the order 
of about 200 to 1 in favor of evaporated. In dark Africa and the 
Far East, the ratio would be about 10 or 20 to 1 on favor of 
sweetened. In Germany and England relative acceptance of these 
two forms of milk is about like it is here in the United States. 
Right next door, in France, evaporated outsells sweetened by only 
about 2 to 1. 

Most of you are familiar with American strained foods for 
babies—vegetables, fruits soups, desserts. Baby food assortments 
in Europe are quite different. In England, they sell an item called 
‘*Bone Broth,’’ whatever that is. In Germany, potatoes are pre- 
mixed with the spinach and carrots. In France, they feature 
strained artichokes, 

Some packaged foods are, of course, highly acceptable over- 
seas in exactly the same form in whichthey appear here in Ameri- 
ca. Examples are canned fruits and most canned vegetables. So, 
just how a food product fits into the taste and dietary habits of each 
foreign market must be considered—and there is a variation be- 
tween markets. 

Likewise, the consumer price level. This can and should be 
calculated in advance of the introduction to any market, domestic 
or foreign, but in the latter case, the usual considerations of 
factory cost, transportation, selling expense and trade margins, 
are apt to be complicated by tariffs, taxes and distribution margins 
that are anything but American, 
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In short, an item that can be sold on the basis of ‘‘economy”’ 
in the U. S, sometimes turns out to be a luxury in the foreign 
field. The ultimate consumer selling price must be evaluated 
relative to the living standard and to competing alternative prod- 
ucts available to the consumer. It’s not enough to simply convert 
a price in francs, pesos or deutsche marks to dollars and judge 
value by American standards. 

Assuming that product type is okay and formulation is accept- 
able and legal, consumer value is of prime importance in design- 
ing the marketing program, and success does not necessarily 
depend on American-type competitive relationships. 

One example. In the United States, canned evaporated milk is 
usually considered to be a very economical form of milk. Its cost 
to the consumer is substantially below the cost of its equivalent in 
fresh milk. In Europe, we have a fairly large and growing market 
for evaporated which is selling at prices that are not cheaper than 
fresh milk. In England, the two formsof milk cost about the same. 
In France, evaporated is about 50 per cent higher than fresh milk. 


The Package 


For a number of reasons—like product usage, spending power, 
availability of refrigeration and shopping habits—package sizes for 
food products abroad do not, from country to country, conform to 
uniform rules. So each market should have a separate study of 
this factor. 

With evaporated milk, most everywhere we use a standard 14% 
oz. large size and 6 oz. small size—just like the United States. 
But whereas here at home, the small size accounts for about 20 
per cent of sales, in Australia the percentage is only about 5 per 
cent, 

Germany is a ‘‘small package’? market for many products. 
Mayonnaise and mustard come in containers that look like tubes 
of toothpaste. Tons of coffee are soldin % pound packages. As you 
might expect, 80 per cent of the evaporated milk market is in the 
small 6 oz. size. In fact, we do a quite satisfactory supplementary 
evaporated milk business in tiny aluminum tubes which each hold 
only about one ounce, 

Labeling requirements must be carefully checked from a legal 
point of view and the American brand name is not always the best. 
Even colors mean different things to different people. 

A brand name, even though it means nothing in the foreign 
language under consideration, must be easy to pronounce in the 
foreign tongue. Even the sound should checked to be sure there 
can be no unfortunate connotation. 
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The Selling Program 


As far as the consumer is concerned, some recognition must 
be given, even in the more sophisticated markets like Europe, to 
shopping habits that are unlike ours, Even though food supermar- 
kets and general merchandise department stores are developing 
rapidly, there is still considerable specialization by retail trade 
sector and preference by the consumer for personal service. 

There are more frequent shopping trips and smaller unit pur- 
chases, Food shopping for a French housewife can involve a 
series of stops. Just for meat, there are retail specialists for 
beef, for pork, for poultry, for fish, for horsemeat. There are 
separate shops for fresh dairy products and for bakery goods, 
This leaves the neighborhood grocery merchant with a somewhat 
restricted line and what is, by American standards, a rather odd 
outlook on merchandising. 

But the broad concept of preselling goods to the consumer 
through some form of advertising makes sense everywhere, 
American basic principles of advertising are good but require con- 
siderable modification to fit the language, the availability of media, 
the literacy level, legal restrictions, to say nothing of consumer 
consumption habits and product uses, 

Europe, it must be remembered, comprises 27 separate na- 
tions, communicating in 18 distinct languages. In Belgium, we 
advertise in both Flemish and French and it’s interesting to note 
that here we can also effectively use American produced store 
display material—printed in English. German for the Germans, 
English for the British and French for the French, of course, But 
Canadian French is quite different from Continental French. Both 
English and Afrikaans in the South African market. The Filipinos 
talk it over in English, Spanish and about fifteen distinctly differ - 
ent local dialects (we advertise in seven of these). 

The Philippine market offers a good example of the care that 
should be taken in the translation of commercial text. We usually 
prepare the originals of print advertising text and audio commer- 
cials in English. For print, we can convert to various dialects by 
using qualified translators in Manila. But for radio and other 
audio taping, only the conversion to Tagalog is done in Manila. 
Cebuano and Ilongo, both dialects of the Central Visayan islands, 
are, for instance, handled in Cebu and Iloilo respectively. This is, 
of course, to insure proper local pronunciation and vernacular. 

The broad availability of American-type commercial advertis- 
ing media does not exist. Whereas you can profitably put a large 
share of your advertising budget into television in the United 
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Kingdom, there is no commercial T.V. or radio in France. In 
Malaya, most effective advertising is apt to have to be done via 
door-to-door canvassers and merchandising trucks with audio 
equipment, 

The consumers’ use of the same product can vary widely. For 
example, in the case of evaporated milk, inGermany it is estimated 
that, perhaps, 75 per cent of the usage is for creaming coffee. In 
England, about the same percentage is used for creaming fruit and 
other desserts—very little in coffee. 

For these and other reasons, we believe that locally conceived, 
developed and produced advertising is best for our particular 
purposes. This isn’t to say that so-called ‘“‘international’’ cam- 
paigns cannot be both efficient and productive. I think it depends 
on the product and the message. 

Certainly, in the case of most capital goods or where the idea 
is to sell corporate image instead of product use, the efficiencies 
of centrally controlled production and media purchase can be 
realized and perhaps higher quality programs, by American stand- 
ards, can be developed. This method has, in fact, been very suc- 
cessful for certain types of consumer products—particularly where 
the end use is obvious, as in the case of soft drinks. 

But where usage varies—as with ingredient-type food products— 
and where a somewhat detailed story must be told in order to 
further develop the market, we prefer to approach each market as 
a separate advertising problem, This means a separate advertis- 
ing agency in each country where expenditures warrant, and de- 
velopment of programs tailored to each market and the trends 
within them, 

We have found that, in advertising, a careful application of 
American techniques, tempered by what our overseas associates 
know of local customs, habits and attitudes can be very effective. 
The other side of coin in the selling program involves physical 
distribution to the retail level—the people who handle the mer- 
chandise along the way—in short, the trade. 

Again the adjustment must be made to foreign attitudes and 
proctices—with full recognition of applicable laws and commercial 
regulations, All of this isn’t too complicated, but does require 
some basic understanding and a willingness to modify policies 
which may have been established in conformance with American 
trade practices. 

For example, price fixing at the retail level is much more 
prevalent in Europe than in the U.S. The whole price structure, 
in fact, wholesaler to retailer to consumer is apt to be quite 
rigid. Conversely, on goods imported into the Far East, where 
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quotas, tariffs and exchange controls affect the steady flow to 
market, the law of supply and demand really takes over at times 
and dealers are speculators and traders in every sense of the 
word. 

Terms of sale on locally manufactured products can be quite 
complicated. Quantity discounts, year-end bonuses, warehouse 
pickup allowances and the like are the rule rather than the excep- 
tion, 

Trends are developing that directly affect the food trade sup- 
plier and his methods of maintaining the right kind of trade rela- 
tionships. The developments are in different stages and along 
varying lines in different countries and must not merely be recog- 
nized, but must be anticipated. This calls for frequent and contin- 
uing firsthand observation. 

Supermarkets and smaller self-service stores are growing in 
number and importance in the more highly developed markets, 
Chainstore operators are enlarging their share of total food sales, 
Voluntary groups of independent retailers are banding together to 
gain buying advantages and for purposes of advertising. So it goes. 
In the food business, at least, I think a supplier should establish 
trade policies to conform with today’s situation, but he can call on 
his experience in the American market to give him an idea of what 
will probably happen next. 


Administration 


Some mention should be made of the people who make up the 
overseas sales group. Here, it might be worthwhile to describe, 
briefly, our methods in General Milk Company. As mentioned 
previously, we actually operate two types of business. Onis 
through subsidiary companies which manufacture and sell our 
products within the country of their manufacture. The other is an 
export business, selling our products in countries where they are 
not manufactured. 

Our policy with the subsidiaries is to staff them entirely, 
wherever possible, with nationals of the country involved. This 
applies to sales as well as all other departments. Sometimes it 
takes a while—years, usually—before we can train local people to 
take over top management spots. In the meantime, the sales 
department is usually directed by a well qualified American, fluent 
in the local language, who lives overseas. But his job is not only 
to direct a marketing program, but also to train his own replace- 
ment—a native of the country. 

Our marketing program is essentially American, adapted to the 
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requirements of each overseas market. Therefore we feel that all 
of our sales management people, American and foreign, should be 
well grounded in American techniques. Consequently, our foreign 
nationals who hold key sales management positions are brought 
here to the U. S, periodically for training with our parent organi- 
zation, Carnation Company. Likewise, American college graduate 
sales trainees who join us are first assigned to a 12 to 18 month 
field training program with Carnation before being given any re- 
sponsibilities at all with General Milk. 

As indicated before, we believe in a decentralized marketing 
program, conceived separately by each overseas sales group with 
the assistance of a sales staff representative from the home office 
here in Los Angeles. We retain an advertising agency, locally in 
each case, which works directly with the local sales group. Be- 
tween them they develop the program, home office staff people 
acting primarily in an advisory capacity only. 

Likewise, in export markets we depend primarily on our local 
representatives to design and administer the promotional program. 
Local representatives in these markets are generally commission 
agents, but they are contacted frequently by representatives of our 
export sales department, each of whom operate on an area basis 
and who are headquartered in Los Angeles. 

Generally speaking, direct home office control is limited to the 
following areas: capital expenditures, establishment of annual 
marketing budgets, general character of the advertising program, 
compensation of top sales management personnel, major changes 
in selling prices and terms, changes in packaging, and development 
of new products. The idea is to delegate to the local management, 
the responsibility for the day-to-day operation of the business—the 
implementation of the sales program. We believe that this is 
consistent with our policy of making local management responsible 
for the profitable operation of each subsidiary company. 

To sum up, probably the ‘‘establishment of a franchise for 
your brand overseas’’ depends in large measure on your American 
management attitude. It depends on a management with a high 
degree of imagination and flexibility—a management which will, in 
addition, accept the risks of war, Communistic influence, and 
foreign laws that can prevent, or at least make difficult, the remis- 
sion of profits and capital—which can, indeed, result in expropria- 
tion, 

There must be an understanding of varying problems and rec- 
Ognition of trends in the marketing picture—a willingness to play 
by other than U., S, rules. 

A management understanding on which to base policies tailored 
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to overseas markets, and on which the development of successful 
products and marketing programs will depend, demands travel— 
lots of it. There is no substitute for firsthand information and, 
since nothing stands still, a continuing and frequent supply of it. 
But the rewards are great and American marketers who are not 
already involved in the international picture, should certainly be 
thinking about it. 

What has proven successful in the United States will not always 
work overseas. But for marketing, sound American practice, 
modified to fit the local situation, is generally a good course to 


follow. 


90. INTERNATIONAL MARKETING 
RESEARCH—THE UNDERDEVELOPED 
MEANS FOR MEETING 
WORLD-WIDE COMPETITION 


James L. Tyson* 


International marketing research is at present underdevel- 
oped—lacking in both quality and quantity. Research is 
particularly lacking in public relations, ad copy, ad media, 
distribution, pricing, and sales forecasting research. The 
problems chiefly revolve around the facts that there are so 
many countries to cover and that there is so much differ- 
ence between the countries. Research techniques involved 
differ in their effectiveness as compared with their effec- 
tiveness in the U.S. Although the sources of data are 
somewhat limited, research is essential if we are to make 
international marketing decisions with facts. 


ESEARCH in other countries has been developing rapidly and 
there is now a lot of good work being done in many countries 
either by local experts or branches and affiliates of U. S, firms. 
Many original contributions have been made by foreign practi- 
tioners, especially in Europe. The new journal of the Advertising 
Research Foundation, for example, in each of its first three issues 
has had an article by a European, describing some highly original 
market research application in his country. Great Britain, of 
course, is the fountainhead of original developments in statistics 
and many of these advanced statistical techniques that came main- 
ly out of Britain, such as factor analysis and the analysis of vari- 
ance which were used mainly in psychology, agriculture, or the 
physical sciences, are only recently being applied to any great ex- 
tent to market research problems in this country. 
However, as I say, I believe that international market research 
is still underdeveloped, and suffers from a lack of quantity if not 
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quality. Today I would like to review briefly some comments on 
what is being done, what can. be done, and what should be done, 
This will be a ‘‘how to’’ discussion, addressed mainly to those of 
you who have recently entered the international field, or whose 
companies are considering the field. I hope I can also contribute 
a few ideas for those of you who are older hands in the field than 
I am. 

In the international field there are so many countries to cover, 
so many potential markets, it is a temptation to take on a large 
number of them, give them only acursory preparatory treatment in 
research and advertising, and hope that the law of averages will 
result in enough success to guarantee excellent profits. In the 
years immediately after the war, the world was so hungry for 
American products that it was easy to make this policy pay off. 
Almost anything American could be sold almost anywhere, subject 
only to foreign exchange restrictions. But in recent years that 
picture has changed. We are facing much more competition from 
local manufacture and the booming export trade from Europe and 
Japan and other nations that are increasing their exports. Compe- 
tition overseas is getting just as difficult as it is anywhere in the 
U.S. And there is the further problem that every foreign country 
represents a different marketing problem, 

I would like first today to run over briefly a list of the typical 
problems that market research is supposed to address itself to, 
and comment on how these differ overseas. Secondly I would like 
to outline some of the methods for attacking each of these prob- 
lems through international marketing research. 


The Problems in International Marketing 


Here is a brief list of problems marketing research is sup- 
posed to provide answers for. This is by no means complete, but 
does cover most of the major areas: Public relations and cor- 
porate image problems, advertising copy and strategy, advertising 
media selection, distribution problems, pricing and packaging, and 
measuring the potential market—sales forecasting. 

Of these, I would like to mention first public relations and cor- 
porate image problems, because no other area is more serious 
overseas nor more different from similar problems in the U.S. 
Corporate public relations, of course, had its greatest rate of in- 
crease in the U.S, as a result of the New Deal which led American 
businessmen to realize they had major public relations problems 
on their hand. Such problems are much greater and more complex 
abroad. There are not only the typical problems of the public 
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relations of big business in any community, but the factor of so- 
cialist sentiment in most foreign countries averse to private en- 
terprise itself, then also the problems of strong communist move- 
ments in the majority of countries, which carry out deliberate 
policies of causing trouble between American enterprise and local 
opinion. Finally, there is the fact that American enterprise by 
definition overseas represents a foreign element, with all the 
problems this fact creates for public relations and the corporate 
image. 

Here is a typical question faced by an American firm recently. 
They had bought a company in a certain major city which had been 
operating successfully for many years under local ownership. 
They faced a number of questions, such as: Should they change the 
name to their own name, or leave the old name and play down 
American ownership, or create some combination name that would 
have the advantages of both the local and American images? How 
should they conduct their other public relations efforts in view of 
such conditions as the following? The local city government was 
Communist, one of the few major cities in the free world with a 
Communist government; the product was a certain type of labor 
saving machinery that might be considered to be putting laborers 
out of work; should they play up the advantages of U.S. investments 
in general to the economy, as helping to increase job opportuni- 
ties? 

Their research showed them that contrary to their precon- 
ceived ideas, they should retain the old local name and de-empha- 
size the fact that the plant was American-owned, but at the same 
time they should emphasize the increased jobs being created by 
the expansion of the plant, as well as the new fringe benefits, com- 
pany canteens, and other services they were initiating. I might add 
that this was a special case, and it is not always the best policy to 
de-emphasize the American name as you can see from the many 
U.S, firms successfully operating under their American names 
abroad. 

Secondly, I’d like to say a few words about advertising re- 
search, a very important area. The differences between adver- 
tising problems abroad and in the U.S, have been thoroughly dis- 
cussed, and anecdotes about mistakes made by the uninitiated are 
Cliches in the trade. Copy testing is of extreme importance. As 
most of you have heard, themes that go over well in the U.S, may 
go over big abroad (to some extent people are people everywhere), 
but they may also fall flat on their face, or worse yet, blow up in 
the client’s face if the copy turns out to be misunderstood and of- 
fensive. Most American copy cannot be translated literally and 
must be rewritten, which also means being re-researched. 
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Media research is of great importance. Here is more of an 
underdeveloped area than in any other fields of international re- 
search. The reason media research is so badly needed is that 
local data on media are so inadequate. The Office of Certified 
Circulation (or OCC) started by the Inter-American Press Asso- 
ciation is making a brave attempt to fill this gap in Latin America, 
but so far is auditing only 8 newspapers and 3 magazines. Circu- 
lation claims are unreliable in most countries. Therefore some 
type of media research is vitally important in checking on cover- 
age claims. A comparatively modest research expenditure can 
pay off handsomely in assisting in media selection. Mail surveys, 
for example, although not the most reliable way to measure media 
exposure, can provide reliable data inexpensively if they are de- 
signed properly, and have great advantages overseas in that they 
can cover wide areas simultaneously. 

Distribution research is another important area. Distribution 
methods may be completely different in foreign countries and may 
vary widely from country to country on the same continent. These 
differences require careful research before you enter a market 
and more vigilance after you have been in there. A few examples, 
In Great Britain there are few grocery stores as we know them. 
The ‘‘green grocer’’ carries vegetables only, then there are sep- 
arate stores for meat, and for fish and for packaged groceries, 
In France and other Latin countries there are other differences, 
and even more in their accounting systems. Neilsen felt unable to 
set up a store audit in France until the last year or so, and has not 
yet entered Latin America for similar reasons due to accounting 
problems. 

In pricing and packaging research there are preconceived no- 
tions brought from the American market, which either as to poli- 
cies, or even research methods, can be dangerous. 

The absence of a large middle income group making up the 
bulk of the market as in the U.S, is a central fact of marketing in 
most overseas countries, especially outside of Europe. And this 
affects pricing and packaging greatly. Aspirin tablets packaged to 
be sold in papers of one or two tablets, and cigarettes sold singly 
or in pairs are common packaging and pricing examples. We are 
used to seeing comparisons of the U.S, standard of living with that 
of other countries, but it is sometimes difficult to bring this down 
to concrete terms in examining foreign markets. For example, 
throughout most of Latin America, the top 5% of the population 
still accounts for about 75% of the purchasing power. 

In Latin America if you travel around the major cities and even 
do market research there, you will find some concentration of 
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wealth in a small upper income group, but nevertheless you will 
find a growing middle income group and may get the impression 
that this is true throughout all Latin American areas. However, 
as soon as you get outside the major cities of Latin America, you 
get a tremendous drop-off in income. The difference between 
urban and rural is much greater in Latin America than in the U.S, 
Large areas of the countrysides have no power whatever, for ex- 
ample, and are completely out of the money economy. Thus mar- 
ket, pricing, and packaging surveys in Latin America must take 
into account the fact that surveys in urban areas cannot possibly 
be projected to national population figures. 

Only a few years ago it was true that all of South America rep- 
resented an automobile market roughly equivalent to the state of 
California. I believe now we could say it is equivalent to Califor- 
nia and Oregon combined. 

These facts influence greatly the problems of doing good mar- 
ket potential surveys in Latin America and other underdeveloped 
countries of the world. In earlier years many corporation survey 
teams travelled around visiting the larger cities and tended to 
project impressions there to the total population figures they found 
for each country. They sometimes failed to realize that incomes 
fall off much more steeply outside the cities than they do in the 
U.S, 

Surveys of market potentials, and sales forecasts must take 
this into account. There are other peculiar differences in over- 
seas market surveys and sales forecasting. Each country is dif- 
ferent. Throughout Latin America for example, most countries 
are still each dependent on just one or two major products. If this 
product is having a bad year, if the world price is down, the coun- 
try itself has a financial crisis. In the U.S, market in contrast, 
there are many influences that tend to cushion such local shocks 
and spread the impact around among the country as a whole. 
Therefore in conducting market potential studies in Latin Ameri- 
ca, you not only have to be concerned with your market research 
technique, you must often also consider the future economy and 
foreign trade of the country as a whole. This is less true, of 
course, if you have set up local manufacture. 


Techniques of Research 


First in regard to survey research. A number of firms are 
available now that can provide you with survey research in foreign 
countries. Some have their own offices in a few of the major mar- 
kets and work through affiliates in other countries. Some work 
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entirely through affiliates. You can, of course, work directly with 
local research firms in foreign countries if you have some way of 
ascertaining their reliability and monitoring their work. The ad- 
vantage of working through a U.S, firm is that it has already pre- 
selected the reliable firms overseas, and then performs the moni- 
toring function for you. 

I’d like to mention again that mail surveys can be especially 
valuable in international research. Mail research went out of 
fashion in the U.S, some years ago, but has been making a come- 
back during the last few years for uses where it can be carefully 
controlled. With properly designed questionnaires and efforts to 
get high rates of return, mail surveys can be extremely valuable 
in international research because they can cover a wide number of 
countries and all areas within foreign countries at much lower 
cost than interviews. With the proper use of premiums and other 
tested techniques, you can get returns up to 70% or 80% or better. 

Problems of field interviewing are less varied in foreign re- 
search than other market research problems. Right after World 
War II many experts said that U.S, style research could not be 
conducted abroad. In England they said the Englishman considers 
his home his castle and won’t let an interviewer in the door, 
Frenchmen are too suspicious and won’t talk, Italians will talk too 
much, and exaggerate, Latin American women won’t let strangers 
in the house, and so forth. But all these fears proved to be 
groundless. The British enjoy answering questionnaires as much 
as any one else. As for Latin American women being too shy—I 
heard the story of the very first interview ever conducted in Mexi- 
co. A nervous interviewer rang the door bell on the first house 
on the list, an impressive mansion. A maid answered the door, 
took the message, and went to find the lady of the house. She re- 
turned and said to the interviewer ‘‘Madame is in the bath tub, but 
she will grant you an interview.’’ Fortunately, the interviewer 
was a woman, and she was able to conduct this historic interview 
successfully while the respondent was in the tub. 

Interviewing outside the major cities of Latin America is more 
difficult and expensive because of poor transportation and com- 
munications. 

Probability sampling is in some countries more difficult, but 
in many it is even easier than in the U.S, Throughout Latin Amer- 
ica there are few good census statistics or other data to assist in 
designed probability samples. However, these can be designed as 
in the U.S, on an area basis, even if it is not possible to get all the 
efficiencies that can be obtained with better maps and better cen- 
sus data. 
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In some European countries as well as Japan, probability 
sampling is actually easier than in the U.S. because of various of- 
ficial registers of the population. Voters lists, police registration 
lists, tax records, and other such lists are available in a number 
of these countries for the use of sample designs. One striking 
example is in Sweden where the government publishes a blue book 
every year listing the income of every person over a certain level. 
After you have finished the fascinating game of looking up all your 
friends, you can use this as an excellent frame for sampling upper 
income families. 

Just a few more examples of how foreign research can be 
easier or harder than in the U.S, In Venezuela, fieid surveys are 
very expensive, partly because educated people are all making 
such large salaries in Venezuela that it’s hard to hire good inter- 
viewers at typical U.S, rates. On the other hand in Japan, because 
of the favorable exchange rate and the terribly low levels of sala- 
ries there, you can get interviews for costs that would hardly al- 
low you to go out and ask a respondent’s name in the U.S, 


Published Sources of Research 


First in the U.S. Government, there is our Commerce Depart- 
ment, which is a mine of information. I will not attempt to sum- 
marize their publications they produce on foreign markets. In ad- 
dition to their regular series of reports, which many of you are 
familiar with, they have been launching some valuable new projects 
in recent months, which I would like to mention. First, they are 
getting underway a large file on sources for foreign marketing 
data. This will be recorded on IBM cards, and can be sorted by 
countries or by commodities according to SIC numbers. This 
should be of tremendous value. If you want a list of sources on 
the products you are interested in, in a given number of countries, 
you can ask the Office of Trade Promotion and they will run off a 
list for you on their tabulating equipment. This system will cover 
all government reports on foreign markets, including those from 
commercial attaches, agricultural attaches, and others. It will 
also include many important foreign sources, including, for ex- 
ample, Barclay’s Bank’s outstanding reports on Africa, and the 
excellent reports from German sources on many foreign markets. 
This system will also be valuable in enabling the Commerce De- 
partment to spot gaps in information. Tabulations can show them 
where data is scanty and can enable them to recommend action to 
fill out such gaps. 

The AMA has an International Marketing Section which has 
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been working with the Commerce Department during the past two 
years with suggestions on the indexing system and other means of 
improving the department’s service to foreign traders. One of the 
committees of this section has been publishing the ‘‘International 
Market Research News,’’ a quarterly, which presents information 
on meetings and conferences on international marketing, new 
sources for data, and so forth. 

I’d also like to mention that the Business and Defense Services 
Administration (the BDSA) of the Commerce Department is carry- 
ing out 21 major market surveys in various parts of the world, 
covering such products as newsprint, power equipment, abrasives, 
insecticides, and so forth. These will be publishedas separate re- 
ports available to the industries concerned. The Department has 
local offices in a number of major cities, including Los Angeles 
and San Francisco. 

Another rich source of data is the United Nations. The UN 
statistical office has been doing tremendous work in assisting 
member nations in methods of collection and standardized report- 
ing. The UN has then proceeded to gradually build up a volumi- 
nous series of regular reports on international statistics. Various 
cooperating organizations such as the International Labor Office, 
the Food and Agriculture Organization, and UNESCO are also 
good sources. 

Then there are foreign governments, which can be great mines 
of information, some much better than others. The Germans, of 
course, have tremendous quantities of statistics, the French and 
the British somewhat less. Government statistics are improving 
rapidly, partly because of the great work being done by the UN. 

The UN and the U.S. Census Bureau for example have been 
giving massize assistance to the Latin American countries in 
their 1960 censuses. Undoubtedly the technical standards of 
these have been greatly improved over those of 1950. However, 
unfortunately, political problems and the usual financial head- 
aches have slowed up these 1960 censuses even more than the 
1950 wave. I got the latest box score from the UN just before I 
left New York, which you might be interested in. It turns out that 
of the 20 Latin American Republics, 8 have completed their cen- 
suses and are now tabulating them, 4 have a firm intention of 
carrying out a census in the near future and probably will do so, 
another 4 hope to, but the prospects seem unlikely, 3 show no 
possibility whatever, and another 2 are in the good old market 
research category of ‘‘don’t know,”’ 

You can get a line on foreign government sources from their 
offices in the U.S. Many of them have consulates in leading cities. 
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Embassies in Washington may be better sources. Many countries 
have good Chambers of Commerce with offices in New York or 
elsewhere in the U.S. and these are often much more efficient and 
fertile than the official government offices. 

I might mention the Inter-American Statistical Institute, a pro- 
fessional society that publishes a quarterly in English and Spanish, 
which is a good source for keeping tabs on new government statis- 
tical activities. There are also many private organizations, pub- 
lishers, trade associations, either international or local overseas, 
that can be good sources, 

As usual there is no substitute for ingenuity in gathering inter- 
national data.’ One example—an acquaintance of mine had to get 
accurate population estimates on two Mexican cities. He was sure 
the government estimates based on the doubtful 1950 census were 
wrong. So the idea occurred to him of consulting the Catholic 
Church. He found that they had reliable evidence that the popula- 
tion of these two fast-growing cities was at least 50 per cent above 
the government estimates, 

This has been an attempt to summarize first the classes of 
marketing research problems that are most important in entering 
the foreign market or in expanding your share of it, and secondly 
to summarize the methods that are available to attack these prob- 
lems. In closing I would just like to read one appropriate quota- 
tion that I think sums up the need for adequate marketing research 
in international business. This is a very interesting definition of 
a decision, by Admiral Radford, who as U.S, Chief of Staff probab- 
ly had to make more and bigger decisions than any one in the U.S, 
at the time. ‘‘A decision,’’ Admiral Radford said, ‘‘is what an 
executive has to make when he does not have enough facts to 
make the proper course of action self-evident.’’ I hope that all of 
you, by the energetic use of good international research can gather 
enough facts to reduce the decisions your management must take 
in expending your profitable operations abroad. 
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COORDINATION THROUGH 
MARKETING RESEARCH 


A. New Government Data 
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ol. NEW MARKETING APPLICATIONS 
OF 1960 CENSUS DATA 


Jay M. Gould* 


The availability of detailed 1960 Census data and detailed 
neighborhood maps make it feasible to break the U. S. down 
into 300 metropolitan areas and about 6,000 neighborhood 
"marketing units." Such information will greatly enhance 
prospect selection for firms dealing in consumer durables, 
services, home improvement, etc. Each neighborhood can 
be analyzed with respect relative saturation and priorities 
made on this basis. 


HE availability on tapes of the detailed data underlying the 1960 

Census of Population and Housing, through a special arrange- 
ment made with the Census Bureau by the Data Processing Center 
of the S, J. Tesauro Co. in Detroit, represents an important 
advance in the technology of marketing research. 

Tapes containing individual replies to the detailed questions on 
population and housing characteristics asked of over 2,500,000 
households (the so-called 5 per cent sample) will be processed at 
the Bureau to develop non-disclosure tapes which will then be 
processed by the Tesauro firm, starting in the spring of 1961. The 
tabulations to be published by Tesauro will be in the form of two- 
parameter cross-tabulations of forty-one important characteristics 
for every county, metro area, state andforthe U.S. as a whole. To 
avoid sample error, sparsely populated counties, where the 
households sampled are less than 300, will be summarized and 
shown as ‘‘balance of state,’’ with the names of the counties 
indicated. 

The factors covered in the 2,500,000 interrogated households 
include eleven key population and household characteristics such 
as sex, race, age, education, occupation and income, and eighteen 
key housing characteristics completely defining the character, 
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value and age of homes. In addition, all households were ques- 
tioned on the ownership of seven major types of Household equip- 
ment including cars, food freezers, air conditioners, television 
sets, washers and dryers. In the double parameter cross-classifi- 
cations, each of the forty-one factors with appropriate classes is 
associated with the other factors whenever the combination throws 
light on some significant economic, social of marketing problem. 
In addition, a three-parameter table is also provided in which the 
factor of number of persons in household (three classes) is 
arrayed against the household income (seven classes) arrayed 
against the ownership of each of seven different types of consumer 
durable goods. 

For example, the factor of auto ownership has been broken 
down into four classes: no auto, 1, 2, 3-or more autos. The 
tables will show, for example, how many 2-car households have a 
household income of say $7,000 to $9,999, and have five or more 
persons in the household. 

The cross-tabulation matrix has over 7,000 cells. This mass 
of data requires ten pages for eachof some 1,362 counties account- 
ing for 90 per cent of all households, plus the sparsely populated 
counties for balance of the state, 50 states, 212 metro areas, and 
the U.S, summary. 

An important marketing use to which these tables can be put, 
concerns the precise degree of correlation of income with each of 
the various population and housing characteristics. For example, 
what is the relationship of multiple ownership of large appliances 
to income? At what income levels are saturation rates achieved? 
The tables will make possible great refinements in the definition 
and measurement of markets for consumer products. In addition, 
they will reveal many interesting social and economic relation- 
ships. For example: What is the relationship of mode of travel to 
work (eight classes) to car ownership and income? Or again, what 
is the effect of location (urban, rural-non-farm, or rural-farm) on 
occupation of household head? Another very significant character- 
istic studied is presence of own children by age, in which fifteen 
classes are offered. For example, how many households with 
children under three and between twelve and seventeen do we have 
with an income of $25,000 or more? The distribution of such 
families and other combinations of age and income groups over 
every county in the country offers the possibility of analyzing 
children’s and ‘‘teen-agers’’’ markets in great detail and with 
great precision. Markets can now be investigated with respect to 
virtually all of the housing and population characteristics, and 
ownership of durable goods, to a degree never before possible, 
thanks to the use of the high speed magnetic tape computers. 
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An example of how this data may be used may again be taken 
from the life insurance field, where the possibilities for sophisti- 
cated analysis are most pronounced, National surveys made by the 
Survey Research Center, Institute of Life Insurance and most 
recently the Life Insurance Agency Management Association give 
us a fairly complete national profile of the purchaser of life 
insurance. We now know how much insurance is carried, total 
premiums paid, etc., broken down by income group, education, 
‘need cycle’? (defined by age of household head, and number and 
age of children), residence (urban-rural), and race. By taking 
these national constants as indicating ‘‘par performance,’’ analy- 
sis of the county-by-county detailed Census data will indicate 
potentials for life insurance with the highest possible precision. 
Thus, it will be possible to specify that in a given county there 
exist X number of families in each income, age, education and 
racial group who should carry Y amounts of insurance. 

Tapes and punch cards containing such data will be available at 
nominal costs on the same basis as the Sales Management Survey 
of Buying Power cards. Over 160 factors will be available ona 
county basis on the various population and housing characteristics 
covered in the 1960 Census. 


Neighborhood Buying Power Maps 


One very interesting application of the Census data on income 
distributions is the creation, by the Sanborn Map Co. with the 
cooperation of Sales Management, of neighborhood ‘‘Buying Power 
Maps,’’ as a new marketing tool. 

When we speak of the new buying power map, we are not, of 
course, speaking of a single map but of a type of map. The basic 
‘unit’? is a 17 by 22 inch map sheet which at the scale of one inch 
to 4,000 feet covers an area 12 miles wide by 15 miles deep of 
180 square miles (when folded twice, it occupies the standard 82x 
11 inch square). The size of a metropolitan area, of course, 
determines the number of units necessary; Phoenix, for instance, 
is covered in only one unit while six are required for Philadelphia. 

Along with major streets, rivers and boundary lines, areas with 
homogeneous characteristics are outlined. For each neighborhood 
the total number and average income of households is given. Five 
different colors are used to locate households according to these 
five net income groups: $0-$2,499; $2,500-$3,999; $4,000-$6,999; 
$7,000-$6,999; and $10,000 and over. 

Consider the steps necessary to show that in neighborhood area 
23 of the metropolitan area of Cincinnati, for example, the 3,196 
households in that area have an average income per household of 
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$9,133. Underlying this average are calculations based on the 
number of households which fall into each of the five income 
classes listed above, the total income earned by all households in 
each income class, and the total income earned in all classes. It 
is anticipated that the eventual publication of these details will 
themselves be of great interest to many research people. 

For each metropolitan area, the maps extend to all residential 
sections in and adjoining the principal city. 

Maps are now ready for the nation’s 50 largest metro areas, 
containing 24.2 million households (47 per cent of all households 
in the U.S.) accounting for 53 per cent of the country’s total dis- 
posable income. It is anticipated that in the suceeding year an 
additional 100 metro areas will be mapped, with the eventual goal 
of covering all metropolitan areas, and consequently the bulk of the 
national market. 


How to Use the Maps in Marketing 


Prospect selection is a major factor in selling many goods and 
services, such as life and health insurance, durable consumer 
goods, encylopedias, cosmetics, houseware, etc. Theclassification 
of neighborhood locations according to five different income levels 
enables an insurance company, for example, or its agents to com- 
pile prospect lists for direct mail or personal solicitation accord- 
ing to income level. In every major metropolitan area, the tele- 
phone company can provide street address directories which would 
permit compilation of a mailing list in which all addresses are 
geared to high income locations as indicated by the Sanborn maps. 
For any product or service dependent on income class, such 
devices serve to select profitable areas for development and to 
provide quantitative controls to indicate magnitudes of sales poten- 
tials in various areas. 

The marketing of insurance is just one of many fields in which 
the maps can find application, although the insurance industry is 
peculiarly suited, by virtue of its universal coverage and heavy 
reliance on the necessary collection of vast amounts of statistics, 
to make systematic use of such sales aids. 

One of the most interesting aspects of the Sanborn maps is the 
fact that by and large they are defined as homogeneous neighbor- 
hoods, whose boundaries are frequently defined in terms of major 
arteries, highways, rivers etc., and can be easily alternatively 
defined in terms of census tracts. Thus neighborhood 13 in such 
and such a city is equivalent to 15 or 20 specified census tracts. 
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Through a special arrangement with the Data Processing Center of 
the S, J. Tesauro Company, which has purchased the tapes con- 
taining much of the data of the 1960 Census of Population and 
Housing, it will soon become possible to use these tapes to furnish 
for each Sanborn ‘‘neighborhood’’ the full range of Census data on 
population and housing characteristics by combining such data for 
the groups of census tracts making up the Sanborn neighborhoods, 
This represents a truly amazing advance in the availability of 
market data, and its implications should be spelled out. First, we 
should note that each of the 300 metro areas which accounts for 
the bulk of U.S, households can be broken down to about 20 or 30 
homogeneous neighborhoods (a total of say 6,000) whose boundaries 
have far more marketing significance than the essentially arbitrary 
political boundaries of cities and towns. Thus in time these 6,000 
neighborhoods may come to be recognized as the fundamental 
marketing units on whom we focus the bulk of our promotion and 
distribution efforts geared to reach the American consumer at his 
place of residence. For each of those neighborhoods we will be 
able to know eventually, (through the street address telephone 
directory) not only the names and addresses of all residents, but 
through analysis of Census tapes, a staggering array of Census 
data, including eleven key population characteristics on sex, race, 
age, education, occupation and income of household, and eighteen 
key housing characteristics completely defining the character, 
value and age of homes. In addition information will be available 
on the ownership of seven major types of household equipment 
including cars, food freezers, air conditions, television sets, 
washers and dryers. This means for example that every neighbor - 
hood in a metro area can be analyzed with respect to relative sat- 
uration of consumer durable goods, and priority be given to under- 
covered areas. Or the priority can be graded according to the 
age of head of household, in accordance with ‘‘life-cycle’’ theories, 
which associate many purchases with the particular stage ofa 
household’s growth, as the needs of growing children change etc. 
This is only one example, of course. The availability of such data 
on tapes, punch cards and maps will permit many new types of 
sophisticated marketing analysis, as yet barely touched upon. 
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92. NEW DEVELOPMENTS IN 
FEDERAL STATISTICS 


Roye L. Lowry* 


While there have been improvements in information for 
short range forecasting and in geographical detail, we 
should have even more intensive use of existing data. It is 
ironic that the government asks so much from business and 
provides so little useful information about its own activities. 
Marketing people must keep working to obtain a Federal 
statistics program of optimum usefulness at minimum cost. 


would like to look at new developments in Federal statistics in 

terms of new products, new possibilities, and new problems, 

If we look at the new products of Federal statistics programs, 
we can discern these important features: 


An increased emphasis on developing information 
helpful for short range forecasting. 

The provision of new geographic detail. 

A continuation of the trend toward greater reliance on 
the direct measurement of economic phenomena. 

A more intensive use of existing data sources. 

A growing awareness that traditional forms of statis- 
tical presentation do not adequately meet today’s needs 
for information, 


More Interest in Short Term Fluctuations 


Those of you who were at AMA’s National Conference in Cleve- 
land two years ago will vividly recall the portrait of the ‘‘golden 
sixties’’ which was broadly outlined at that time. From your own 
experience you know that this golden decade has been somewhat 
tarnished in the meantime. 

While some observers have become so disillusioned that they 
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now question our prospects for the entire decade, marketers gen- 
erally have been much more realistic because they know that even 
long-term upward trends are made up of a never-ending series of 
fluctuations. 

Federal statistics makers are not blind to the needs for better 
data on short-term economic movements. Public policy makers 
as well as businessmen recognize that they cannot rely entirely 
upon the large aggregate measures of economic activity as a guide 
for decision-making. 

The Quarterly Survey of Consumer Buying Intentions, the 
advance report on manufacturers’ sales and new orders of durable 
goods, and the proposed expansion of current retailtrade statistics 
to include a weekly figure for total retail sales and additional 
information on sales of consumer durables and apparel, all illus- 
trate a growing emphasis on meeting the needs of short-term 
forecasters. 

Perhaps the most remarkable development in this area is 
Current Business Cycle Developments, a Census product prepared 
for the Council of Economic Advisers, This program, which has 
been running for some years, is a vastly expanded version of the 
analysis of the movement of leading, coincident, and lagging indi- 
cators pioneered by the National Bureau of Economic Research. 
If Congress approves a Budget appropriation request nowbefore it, 
this publication will be released to the public. Its release would 
provide users with a powerful new tool for economic and business 
analysis. 


Geographic Detail 


Geographic detail in statistical information is important to 
marketers, It has not had a high priority in the thinking of those 
who formulate Federal statistics programs. There is, however, 
some evidence that this attitude is changing. The current retail 
trade statistics program contained in the 1962 Budget is a case in 
point. It would provide monthly figures for sales of consumer 
durables and apparel for 20 metropolitan areas. If approved, this 
would be a notable step forward as no other current Census pro- 
gram provides this amount of geographic detail. 

And have you noticed Statistics of Income recently? The 1957 
edition provided personal income data for San Francisco—Oakland 
and Los Angeles Standard Metropolitan Statistical Areas including 
a breakdown of the number of returns by income size classes. The 
1958 edition gave like information for Detroit and Pittsburgh. The 
1959 edition due out in October will supply information for 100 
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metropolitan areas with income-size breakdowns for 50 of these, 
This trend will almost certainly continue because of growing inter- 
est of policy makers in problems of urban renewal, depressed 
areas, and the like. 


Direct Measurement to Improve Quality 


The enumerative sample survey is here to stay. We can expect 
it to be used even more widely in the future as the needs of public 
policy require the development of additional current information 
which can be acquired economically only by its use. Statistics on 
employment, unemployment, health, and consumer buying inten- 
tions are already collected in this way. Agriculture’s crop and 
livestock estimates will be based on such surveys within a few 
years, 

Direct measurement using sampling methods is slowly being 
introduced into construction statistics as a substitute for a hodge- 
podge of outmoded methods which are founded on a minimum of 
facts and a maximum of human ingenuity. 


More Intensive Use of Existing Sources 


The most important single source of information for any mar- 
keter is to be found in the internal records of his own company. 
Similarly, the biggest single source for additional information for 
Federal statistical programs is to be found in the information 
already collected by the Federal Government or that generated by 
its own operations. 

Current Business Cycle Developments, the new Census publica- 
tion already mentioned, uses already available information, Simi- 
larly, the geographic detail developed by the Internal Revenue 
Service in Statistics of Income comes from individual income tax 
returns, 

Through the cooperation of business and government, the 1960 
Census will provide a rich yield of information which otherwise 
would have been lost. The elaborate cross tabulations developed 
by Mr. Tesauro show how general information collected by the 
Census can be adapted to meet the immediate needs of marketers. 


New Informational Frameworks 


The cross tabulations of Census materials prepared by Mr. 
Tesauro are also illustrative of efforts to develop more meaningful 
frameworks for the presentation of needed information. In a 
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similar way Current Business Cycle Developments pulls together 
a variety of statistical series in a novel presentation which relates 
these many different features of economic life to the business 
cycle. 

In another area, the interindustry purchases and sales studies 
of the Office of Business Economics will rely largely on combining 
existing data in a new form which should give many marketers 
new insight into their problems by showing how the forces which 
make for prosperity or recession percolate through the economy. 


New Possibilities 


There are existing possibilities for developments in Federal 
statistics which could significantly increase the amount of infor- 
mation of value to marketers. Mr. Raymond T. Bowman, Assist- 
ant Director for Statistical Standards, Bureau of the Budget, has 
sketched the possibility of developing a greatly expanded series 
of weekly indicators to keep a finger on the country’s economic 
pulse. The Census program for getting some current retail 
trade information for 20 metropolitan areas suggests that the prob- 
lems of getting geographic detail without horrendous cost may not 
be as great as Census officials thought it was only two or three 
years ago, 

Have we begun to realize the full value of utilizing data which is 
already collected but which is either untabulated or unpublished? 
Take, for example, the records of the Internal Revenue Service. 
Could they be used to provide intercensal population information 
with local detail? Or, what about the financial records of the 
Federal Government? Could they give us better information on 
actual and prospective Federal procurement? It is ironic that the 
Federal Government which asks so much from private citizens 
and private business provides so little useful economic informa- 
tion about its own activities. Or, to take another field, have we 
realized the full potential of government-business cooperation in 
developing the kind of information marketers seek, but seldom get 
from Federal statistics? Would more adequate planning of periodic 
Census make possible more ventures like Mr. Tesauro’s cor- 
related tabulations from the 1960 Census. Much more exploration 
of this area is needed. 

There are possibilities for easing the reporting burden on 
business, too, The Bureau of Old Age and Survivors Insurance 
now accepts electronic tapes from employers instead of typed- 
out tax forms. Can this be adapted to statistical reporting for 
other purposes? This possibility is being examined by the Lesinski 
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Committee and the Bureau of the Budget. It is worth the attention 
of suppliers and users of government data as well. 


New Problems 


Just as the moon has a bright side and a dark side, so the new 
developments and new possibilities for Federal statistics pro- 
rams are accompanied by new problems which have not received 
the attention they deserve. 

Computer technology has advanced so rapidly that statistics 
programs have never been able to realize fully the possibility 
inherent in the technology existing at any one stage. When new 
programs have to be written for new equipment from one Census 
program to the next, when a large-scale statistical program has to 
be conducted while the equipment being used is still being ‘‘shaken 
down,’’ improvements in timeliness frequently turn out to be much 
more modest than expected. 

The rapid expansion in the use of electronic data processing 
affects Federal statistics programs in other ways, too. Pro- 
grammers are needed by industry as well as by the Federal Gov- 
ernment, and Federal statistics programs have, in a sense, served 
as training programs for developing scarce skills for which there 
is a strong demand. This is a factor which is likely to limit the 
possibilities for development of Federal statistics programs for 
some years, 

The existence of such limiting factors should alert both pro- 
ducers and users of Federal statistics to the need for more care- 
ful program planning and development. In the past, more money 
to hire clerks was the simple answer to bottleneck problems in 
large statistical operations. This is no longer the case. Adequate 
programming staff and adequate machine time must be arranged 
for well in advance of need and last minute requirements are not 
so easily met without interfering with the orderly progress of 
other programs, 

More than ever, users must think in terms of priorities in 
urging improvements in Federal statistics. More than ever they 
must make sure that every existing program is squeezed dry of 
every available bit of useful information. 

With careful attention to priority needs and with careful pro- 
gram planning and development, there is every reason to expect 
Federal statistics programs to supply marketers with a flow of 
more timely information more suitable to their needs than has been 
true in the past. A Federal statistics program of optimum useful- 
ness at minimum cost will not come about automatically. Users 
will have to keep working consistently to achieve it. But itisa 
goal worth working for. 
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COORDINATION THROUGH 
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33. NEW TOOLS FOR 
EFFECTIVE MARKETING 


COORDINATION 


Nicholas F. Pensiero* 


HAT is the future of Marketing Management in an age of auto- 

mation? Can we as marketing people survive inthis electron- 
ic age, where speed, reliability and economy are essential to the 
continued success of our profession? What will we be able to con- 
tribute in profits to the continuing growth and success of American 
Businesses in the coming years? 

These are questions which deeply concern us all, for we frankly 
admit that marketing in itself is neither an art nor an exact 
science, and that the application of non-scientific principles, his- 
torical data, or operations by the seat of our pants can not fill the 
bill in this present era of high technical skills. If we are to con- 
tinue to meet the needs of business, we must gear ourselves to the 
New Horizons in marketing management which have been brought 
about by automation and electronic data processing. Alert manage- 
ment has long ago recognized the important role of the scientific 
method in the development of improved products, production 
processes and more efficient methods and procedures, 

In the last decade, we have seen many advances in our profes- 
sion in research techniques that have increased our overall com- 
petence. We have also seen the important impressions that the 
social sciences and mathematics have had on marketing. But all 
of us are surely aware of the extremely important developments 
which have occurred in the past few years which indicate that 
additional scientific tools for marketing management are now 
available to us. 

An ever increasing number of research personnel are directing 
their attention towards applying scientific and mathematical tech- 
niques to the solution of marketing problems. Specifically, the 
techniques of Operations Research are being used in this approach 
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to marketing management decision-making. This shift towards a 
more formal type of management research, has been further 
strengthened by the introduction of new mathematical techniques, 
and scientific principles that are finding increased application in 
many marketing areas. 

Although operations research techniques have been used for 
many years in marketing research analyses, they are compara- 
tively new to marketing management. There are some areas of 
marketing that defy quantitative analysis—but which operations 
research techniques, when used properly, could help: price policy 
and application to the product line, measuring advertising pay -off, 
selection of the proper advertising media, distribution cost analy- 
sis, analysis of new product proposals, effective marketing simula- 
tions, marketing experimentation and analysis, measurement of 
customer changes, development of models of customer activities, 
locating salesmen, and market location analysis. 

The variety and complexity of marketing management prob- 
lems makes it necessary that every tool be utilized. Here again, 
in the last few years, devices have been developed to aid in the 
solution of marketing problems—namely, computers. 

Now that operations research techniques have translated mar- 
keting situations into mathematical formulae, we need not be 
burdened with the non-scientific use of hand methods and slow 
tabulating machines for problem solutions. Now, gentlemen, com- 
puters allow for immediate solutions, and provide us with an 
ability to explore alternative courses of action. 

Lets review a typical Computer application, ‘‘Point of Pur- 
chase Analysis,’’ for let us say X Company. Here is a corporation 
with sales areas and warehouses throughout the world. The com- 
puter would process orders from all of its sales areas enabling 
the company to handle those most urgent orders. First it would 
provide an analysis of all items ordered, note their frequency of 
order, the area of popularity, and those items ordered rarely, 
simply by comparison of the results. This completed information, 
in turn, would provide the company with data for rescheduling 
their warehouse inventories, allowing them to move popular items 
into one area, and items which have less popularity or demand 
into other areas. The results would also give the company knowl- 
edge of customer desires, and assist them in planning sales 
programs and production for the future. 

Another example of a good Computer marketing application is 
the experience of the Smith, Kline and French Company which 
since early 1960 has applied computer techniques to the solution of 
a marketing management problem. SKF has setup a master tape 
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of 180,000 doctors throughout the country. Using their ages and 
specialty, and 25 other sets of criteria, a general profile of each 
doctor has been established. Data is added to this profile from 
time to time by salesmen in the form of reports. With this infor- 
mation fed to the computer, SKF deletes those doctors from their 
mailing list and also those who have been called on or contacted in 
other ways. Their likes and dislikes are noted. This enables 
SKF to concentrate their sales promotional efforts on those doc- 
tors whom they are not personally calling on. Direct mail pro- 
grams become less costly, and waste, caused by duplication, has 
been eliminated among those doctors already familiar with the 
company’s products. 

Furthermore, results can be recorded which will permit the 
establishment of personality indices for these doctors and also for 
their own salesmen, The refinement of this marketing technique 
takes most of the guess work out of the sales planning, and further 
increases the possibilities of expansion of SKF’s business—more 
sales effort per dollar. In one of the most competitive fields, this 
company is gearing itself to meet the demands of the electronic 
age by their application of computer techniques to the solution of 
marketing problems, 

One company applies computer techniques to the area of mar- 
keting employee selection. It keeps a annually updated record of 
all of its employees at a centrally located computer library. 
Where a new man is needed, and specific criteria is established, 
a request is submitted. A search is initiated and after the com- 
puter narrows the prospects to some 10 or 20 persons, inter- 
viewers can proceed to make the final decisions, in a matter of 
minutes. An operation which heretofore has involved two to three 
months, can now be routinely handled the same day with the help 
of computers. 

There are many other applications of computer techniques, — 
for example: the application of linear programming to sales dis- 
tribution problem, computers can select sites and types of per- 
sonnel for chain stores and other large business locations where 
personnel problems are complex, and by various techniques, com- 
puters can show how alternative allocation of funds would affect 
expansion thus developing the best possible marketing strategy. 

The present generation of computers brings within reach of all 
marketing managers—new horizons, They can amplify the range 
of our imagination and creative talents in solving many of our 
marketing problems. 

Operations research and computers offer marketing managers 
wider ranges of alternatives. The mark of a successful marketing 


520 EFFECTIVE MARKETING COORDINATION 


manager in the future will be his ability to compete effectively 
with other managers using these same scientific techniques. We 
should all start today, if we have not already, to pay heed to the 
demands of the future, to develop ourselves in these functions, so 
that we will be prepared to cope with the needs of our companies, 
It is a challenge that requires self-criticism, imagination, crea- 
tivity, professional excellence, confidence and courage. But, we 
must look at our present marketing operations, critically. We 
must accept the challenge of the electronic age, and we must 
exercise to the fullest extent our creative talents and our imagina- 
tions. Furthermore, I believe we have the responsibility of seek- 
ing new standards of marketing excellence and improving our 
coordinating efforts with top management. In these searches and 
self analyses, we should find our best response in the pressing 
need which these changing times have set before us. Operations 
Research can provide you with a better and more practical basis 
upon which to make marketing decisions. Computers offer the 
best possible means to put Operations Research to work for us. 


= 


04. METHODS OF MEASURING 
MARKETING PRODUCTIVITY 


Kenneth A. Longman* 


The effectiveness of our marketing program is measured by 
our progress toward maximum sales, inventory adjustments, 
an improved relative competitive position, and maintaining 
a favorable attitude to prevent legal troubles. In order to 
measure these factors we need correlation analysis, market 
experiments, and transition probabilities which clearly call 
for the use of the computer. 


HIS session is intended to give all of us some insight into the 

use of computers and operations research. These two tools 
are not unrelated to each other. While the immediate benefits of 
computers in a corporation tend to concentrate in the areas of 
speeding up and cutting costs in accounting operations, they are 
also useful in handling inventory records, preparing production 
schedules, and processing marketing information. I know of com- 
panies which process periodic sales analyses on computers so that 
many echelons of sales management get an analysis tailored to 
their specific needs in a very short period of time. I know ofa 
company that runs periodic distribution cost analyses on its com- 
puter. And I know of a few programs for processing market sur- 
vey data by computer. 

These kinds of computer applications are quite logical ways in 
which to start the application of computers in marketing. Just as 
in payroll applications, they enable us to do some of our existing 
data processing in a more rapid and more efficient manner. But 
there are more exciting vistas opened to us by the advent of the 
computer and we are only now beginning to appreciate the full 
meaning of this. We have been able to do some significant mar- 
keting studies for which hand computation was virtually impossi- 
ble. You are all aware, I am sure, of the business games that are 
possible on computers, Such games have been constructed over a 
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broad range of complexity from games which can be played by 
hand to ones which require the largest available computing equip- 
ment and consider interactions between as many as nine or ten 
competitors. Designing these games is the job of the operations 
researcher. When they are properly executed and played a great 
deal can be learned about the way marketing works and about the 
probable outcomes of new marketing strategies. 

In addition to the business game, however, there are other 
things which the computer enables us to do in a matter of hours 
which would have required years to handle by desk calculators. 
One of these areas is in measuring the effectiveness of our mar- 
keting program. 

Advertising effectiveness has been one of the thorniest prob- 
lems facing marketing people probably ever since the time of the 
first advertisement. It has been attracting a great deal of atten- 
tion in this past year, for there are many people who feel we are 
on the verge of really breath-taking breakthroughs in this area, 
There is, of course, another large group of marketing people who 
don’t believe it will ever happen. It is, of course, too bad that we 
have to get people divided in quite sodiametrically opposed camps, 
In point of fact, with computers and operations research, con- 
siderable progress toward the goal of measuring advertising ef- 
fectiveness will be made in the next few years, but it would be un- 
wise to describe the results as breathtaking. There will be no 
panacea. Some of our current decision problems will become 
easier, but we can be sure that our competitive economic system 
will replace them with new problems as yet unforeseen. 


Approaches to the Problem of Advertising 
Effectiveness 


What I want to do here today is to acquaint us all with the ma- 
jor approaches to the problem of advertising effectiveness and to 
evaluate their probable success. But, at this point, it is time we 
defined what we mean by effectiveness, a term which has a variety 
of definitions. I have attended four local AMA meetings this year 
concerning advertising effectiveness, and no two of which have 
used the same definition, and so I think it wise to explain how this 
happens, I have a list of four objectives for marketing expendi- 
ture. These are primary objectives for the marketing budget in 
that progress towards any one of these objectives is nearly inde- 
pendent of progress toward any other: maximum sales subject to 
a profit restraint, effect inventory adjustments, improve relative 
competitive position by reducing strength of a major competitor, 
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and maintain favorable attitude to prevent legal trouble with the 
FTC or Justice Department. 

The first is the usual orientation of most marketing people, 
with the other objectives taking on occasional short term impor- 
tance. Given this objective, marketing people will attempt to find 
ways to obtain it. To do this, they develop marketing strategies 
which lead to secondary or strategic objectives such as: increas- 
ing the number of customers by expanding the size of total mar- 
ket, converting a high number of competitors’ customers, or by 
increasing the loyalty of current customers; and increasing the 
use Of brand through new uses and the attraction and retention of 
heavy users, 

This is far from our exhaustive list, but it does indicate the 
ways in which sales may be generated. The two major methods of 
increasing sales are increasing the number of customers and in- 
creasing the rate of use. In order to get more customers, there 
is a variety of approaches such as: expanding the size of the 
market on the assumption that the brand will benefit from the ex- 
pansion more than its competitors, converting many competitors’ 
customers to the brand, and deter current customers from leaving 
the brand so that new converts represent net gains. In order to 
increase the rate of use, one can do such things as: indice people 
to use the brand for new occasions and new purposes, and attract 
and retain heavy users better than light users. 

Now, when talking about how well a marketing program is- 
doing, we can measure it against the kinds of objectives discussed 
so far without a great deal of difficulty. But serious technical 
problems begin to arise when we begin to investigate the produc- 
tivity of expenditures on advertising, on sales promotion, or on 
salesmen. We all understand that somehow each of these compo- 
nents of the marketing mix does produce sales, but few people 
have had any success in sorting out the effects of each one indi- 
vidually. 

The result of this problem is that people involved in advertis- 
ing, sales promotion, and sales, have each developed their own 
ways of measuring productivity. For example, advertising people 
have come up with the following measures: noting and reading, 
coverage, concept penetration, awareness, favorable attitude, in- 
tention to buy, and image change. These are what I call corre- 
lated measures of effectiveness. Each one is assumed to measure 
the selling power of advertising. For instance, it is widely as- 
Sumed that the greater the coverage (in terms of noting, reading, 
and media reach) of an advertising campaign, the more goods it 
will sell. 
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There are, of course, many exceptions to this ‘‘rule.’’ It is 
assumed that if a brand’s sales story gets into more heads (con- 
cept penetration) it is better for sales. This is probably true if 
the story is motivating and the product lives up to the story; but 
these ‘‘if’s’’ do not always hold. There have been elaborate ra- 
tionalizations for the use of these measures as well as awareness 
and attitude measures, but the one constant feature of these ra- 
tionalizations is that they are made to show the correlation be- 
tween the measure proposed and the sales objective. 

This tendency to use correlated measures of effectiveness is 
by no means restricted to advertising. Sales promotion people 
have measures such as coupon redemption rates and inventory 
turnover. The Sales Department has measures such as shelf fac- 
ings, displays installed, and transfer orders written. These too 
are assumed to correlate with actual sales. Like correlated 
measures in advertising they are reasonable most of the time, but 
there are many exceptions to the ‘‘rule.’’ And in all areas, the 
rise of correlated measures has blinded many people to one over- 
riding objective—sales. 

Operations research has entered the marketing field, then, in 
an era of confusion over objectives. Marketing people are holding 
long arguments over what correlated measures to use and no 
methods have been devised which measure the productivity of ad- 
vertising and sales promotion in a way such that the two can be 
compared. This is no way to make the life of an O.R, man easier, 
The first and basic principle in making a scientific decision is 
that we must know what we mean to accomplish as a result of the 
decision, So the first thing which we have been faced with is the 
need to measure effectiveness by means of the sales resulting 
from marketing activity or by finding better correlated measures 
which allow comparisons between differen types of marketing ef- 
fort. 


Major Methods of Evaluating Productivity 


There have been three major ways in which people have at- 
tempted to measure productivity. The oldest is the market ex- 
periment which antedates operations research. The other two, 
transition probabilities and correlation, have been largely brought 
into marketing by operations research. In market experiments a 
large number of things can be tested. We test new jar sizes, 
couponing plans, new labels, and new product introductions in test 
markets. These are all experiments. People have also tested ad- 
vertising expenditure levels, salesmen’s call patterns, media 


MEASURING MARKETING PRODUCTIVITY 525 


mixtures, and new copy strategies in market experiments. Meas- 
ures of effectiveness used range over many things, including 
brand awareness, product usage, and sales among others. 

These experiments in relation to expenditure are conducted by 
making some fairly arbitrary changes in spending levels in some 
markets while maintaining the status quo in one or more control 
markets. Then changes are measured in both test and control 
markets by store audits and consumer surveys and a few other 
methods to determine the effect of the changes on sales, market 
share, attitudes, awareness, etc. 

These market experiments are frought with danger. In one 
case I recently heard of, the control markets had twice the sales 
volume of the test market in which there was twice as much ad- 
vertising. This is, as you are probably aware, not an isolated 
example. This kind of thing happens all the time—it is unreason- 
able to suppose that such results are valid quite as often as they 
occur. 

There are four basic reasons for the failure of the test mar- 
ket approach, First, it’s almost impossible to run a fully con- 
trolled experiment. This is not just because your competitor can 
try to foul you up, but also because you cannot control your own 
activities as well as you would like in areas the size of a test 
market, and you may get unexpected changes in the wholesale and 
retail support of your brand. Second, there is a common tendency 
for people to try to test too many things at once. Many times, 
when the news that a test market is being set up reaches other 
people in the organization, they want to take advantage of the store 
audits (or other special measurement devices) being used to test 
some things of their own. This is, of course, a violation of good 
scientific procedure. Unfortunately, this is not always under the 
control of the man administering the test, since anyone with 
operational responsibility who also gets the reports may undertake 
his own experiment, Third, there is very rarely a good way to 
estimate what might have happened without the test. The control 
markets are supposed to serve that function, but in practice they 
often cannot be controlled well enough to maintain comparability. 
Major contributors to this problem are, of course, the first two 
problems of experimentation. Finally, when a market experiment 
is undertaken, we don’t often know how long we should wait to see 
the effect of the change. For products with long purchase cycles 
and low market shares, the cumulative effects or prior advertis- 
ing may outweigh any change for a period of years. On the other 
hand, a low loyalty, frequently purchased brand may respond to 
marketing changes in a matter of a month or two. 
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The big trouble is that for many products we have no way of 
guessing where between these extremes to place it. Partly as an 
attempt to get around this problem there has been interest ina 
probabilistic approach to solving effectiveness questions, This is 
referred to as the transition probability (or Markov chain) ap- 
proach. 

The basic procedure is to measure, by using panel data, the 
rates at which people switch from one brand to another. Such 
numbers have long been used by marketing people to measure 
success against strategic objectives by watching data on new and 
repeat customers. Some people have used these data in conjunc- 
tion with test market experiments measuring the success of the 
experimental change against strategic objectives such as at- 
tracting more new triers or improving brand loyalty. 

Utilizing probability theory, research people have developed 
some good forecasting devices based on these data (with some 
minor revisions) which are heavily dependent on computing equip- 
ment for ease of computation, because of this forecasting capabil- 
ity, we may now have a means of overcoming the lag time prob- 
lem in the test market. By measuring changes in brand switching 
and loyalty resulting from marketing changes, we may be able to 
project the final result of the marketing change long before it is 
apparent by our standard measurement devices. 

While such possibilities are exciting, the use of transition 
probabilities is not without pitfalls. Their utilization is primarily 
diagnostic in nature. Trouble spots in the market can often be 
spotted earlier than we normally find them now, and areas for 
concerted marketing effort can be identified. The second use of 
transition probabilities, that of forecasting, is destined to become 
more refined and more useful, but it is unlikely that this can be 
tied very well to advertising productivity. Finally, when transition 
probabilities are used in conjunction with test marketing, either 
directly as measures of effectiveness or incidentally as correc- 
tions for the lag between the time of the marketing change and the 
final result, we still must suffer all the problems of controlling 
test markets, 

We are led to look for more help in solving the problems of 
test marketing, and such assistance is available from utilizing 


‘A good technical reference here is Feller ‘‘Probability Theory and its Appli- 
cations, Vol. I’? Wiley, New York, 1950. For specific marketing applications see 
B. Lipstein in the proceedings of the ARF conference, 1959. 
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correlational techniques.? The utilization of these techniques was, 
for the most part, not practical until the advent of the computer. A 
few such studies I have been involved with required 5-10 hours of 
computer time, but would have required several years to do by 
hand. Thus, results obtained by hand calculation would come too 
late to be of use. 

Correlation techniques utilize historical data which may well 
be readily available in company records. In subjecting these data 
to multiple correlation analysis, we can find relationships between 
individual marketing variables and sales (or some other measure 
of effectiveness) while holding other things constant. Such infor- 
mation is useful because it provides us with predictions of what 
will happen if something about the market changes. Secondly, it 
provides first guesses at the relationship between, say, sales and 
advertising. 

Of course, there are problems to be faced utilizing this tech- 
nique. In particular, since this is a correlational attack, it is not 
necessary that the relationships discovered be causal. The sci- 
entific method requires controlled experimentation to establish 
causality. Secondly, the relationships discovered may have sta- 
tistically measurable error large enough to cause the results to 
lack significance. These are problems, of course, which are 
familiar to us because they arise frequently in market surveys 
too. 

We are able to use results from market surveys in spite of 
these difficulties. Likewise, multiple correlation studies can be 
used in spite of the difficulties. First of all, even if lack of sta- 
tistical significance is a problem, the results of such studies are 
very meaningful in terms of efficient experimental design. For 
instance, if multiple correlation analysis indicates that advertis- 
ing is marginally considerably more productive than, say, sales- 
men’s calls, then we know it is probably more important to test 
increased advertising budgets than to test increased sales cover- 
age. Secondly, if the multiple correlation coefficient is reasonably 
high, we have available an excellent correction device for unusual 
events occuring in a test market. That is, the correlation isa 
tool to tell us what would have happened without the test, even in 
the many situations where the control market is incapable of doing 


*For specific marketing applications see K. Longman ‘‘Marketing Effort, How 
Effective Is It?’’ available from ARF; and J. Landis, ‘‘Measuring the Effectiveness 
of Television Advertising,’’ a speech delivered to the Media Research Discussion 
group of the New York Chapter, AMA. 
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so. This is an advantage by the way, which is available even when 
the computed relationships between sales and market factors have 
poor statistical significance. Finally, whenever statistical sig- 
nificance is reasonably good, the multiple correlation approach 
provides immediate and practical guidance for improving the 
utilization of marketing funds within the limits of the analysis, 

It appears that three attacks are needed in measuring the ef- 
fect of our individual marketing efforts on sales. 

1. We need correlation analysis to indicate what to test, and 
provide control in test marketing. 

2. We need market experiments to establish causation. 

3. We need transition probabilities to correct for response 
lags in test markets, 

If I have done nothing else this morning, I will feel my contri- 
bution has been significant if you can now see these varying ap- 
proaches in this context—if you understand that no one of these 
attacks can be successful all by itself. 


55. ELECTRONIC COMPUTERS — 
A BOON TO SURVEY RESEARCH? 


Seymour Marshak* 


The purchasing of a computer by the average commercial 
research firm is seriously questioned, computers are not the 
panacea of survey research. It may be advantageous to use 
a computer if the data are in the form to be fed to the 
machine,a set of rules which completely describe the oper- 
ations are made, and the cost is less than with other means. 
The frequently cited advantages of computers-speed, ac- 
curacy, flexibility, and cost savings—are disputed as not 
applying to the functions performed by commercial research 
firms. 


S it will soon be apparent that I am not a computer expert, and 

couldn’t distinguish between a magnetic core and an apple 
core, I will leave the technical side of the computer to others 
much more capable than I, My statements are the results of 
numerous conversations, some with other researchers, who are 
also not computer experts, some with computer experts, who are 
not researchers, and all too few with some who were both com- 
puter experts and researchers. I speak as a business man who 
has gotten into survey research, an area in which electronic 
computers may be used in preference to or in conjunction with a 
punch card system, a slide rule, an abacus, or even simple hand 
tallies. I speak as one who has been approached by potential 
clients with such questions as—‘‘You are going to put this on the 
big computer aren’t you?’’ or ‘‘This is not an ordinary problem, 
you see my business is different, I think this ought to go on the 
computer, don’t you?’’ 

The term ‘‘Electronic Brain’’ or the word computer appears 
to have the magic of implying that whatever problem is put to it, 
even simple tabulation, will be solved completely and irrevocably. 
It almost reminds me of the magic of two other terms in recent 
days ‘‘Motivation Research’’ and ‘‘Image Research.’’ I hesitate to 
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think of how many clients or potential clients have come in with 
requests for a motivation study or an image study, without truly 
knowing enough about their problem to know whether this was 
even an area of concern. It’s like having your appendix out 
because it is the current fad, or because it is being done in the 
best of circles, but not because you are ill and the symptoms 
indicate that your appendix is at fault. To those of you who are 
computer experts, and to whom the computer may be your bread 
and butter, this talk may appear tobea discussion of the electronic 
brain by the human idiot; to others of you it may run the gamut to 
the other extreme, a discussion of the electronic idiot by the 
human brain. Since the computer is completely devoid of feel- 
ings, whereas I am not, I would prefer the latter version. Actually 
let us recognize the computer for what it really is, the brain of an 
idiot. I cannot help but quote Dr. Eli Marks, who in a talk given a 
few years back at AAPOR likened the computer to an idiot. I 
might add that Dr. Marks is a person highly regarded as both a 
researcher and a computer expert. He stated ‘‘I am willing to 
concede to call the computer a mechanical brain, only if we agree 
that to the extent that the computer is a brain, it is the brain of an 
idiot. It is true that the idiot is awfully fast and quite standardized 
and can write down 1 +1 = 2 several hundred times and in exactly 
the same manner each time, but that doesn’t make it any less of 
an idiot. If you tell it to do so it will continue to write down 
1 + 1 = 8 with equal accuracy and speed and will continue this 
meaningless result just as cheerfully and happily as a meaningful 
one.’’ I think that it is apparent that one cannot substitute gad- 
gets for grey matter. 


Computers are Not the Panacea of Survey Research 


Lest somebody misinterpret my opening remarks, let me state 
that I consider the computers to be a major engineering miracle 
and capable of many great feats, however I do not consider them to 
be the panacea of survey research computation and tabulation. As 
a matter of fact in this present day of fads and fancies, I believe 
that you can do it on a computer, but should you? I can recall the 
great satisfaction that I gut out of reading a section on data 
processing, which was prepared for inclusion in a research bro- 
chure, I was in process of revising. This section made reference 
to the availability of a wide range of data processing equipment 
‘from an electronic giant to a pencil wielding pygmy,’’ and the 
fact that the capacities and limitations of these tools were known, 
and evaluated for each job. That statement, which ended with 
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“Even though large scale electronic equipment is available, NA 
recognizes that many problems are better suited to punch card 
equipment. Or sometimes a combination may prove more efficient. 
Our aim is to assure effective, efficient use of data processing 
equipment rather than to sell any particular collection of equip- 
ment.’’ This quote was not intended to be a plug for the firm of 
National Analysts, since I feel that all of the reputable research 
houses possessing both types of equipment would treat the matter 
in much the same manner, 

I might add that during my four years at NA I can recall very 
few instances in which E,D.P. equipment was used, and when it 
was, it was only after careful evaluation and consideration was 
given to its capacities and limitations as they applied to the 
specific problem. I should further state that when it wasn’t used, 
the same careful evaluation and consideration was given. How- 
ever, in the few instances in which it was used it was either 
because of very great input or the need for numerous complex 
computations, 

One must recognize that the introduction of mechanical aids to 
tabulation and computation has been a great boon to statistics and 
statisticians in general, and to survey groups in particular. Iam 
including under mechanical aids everything from the abacus to the 
latest models of electronic computers. I am totally aware of the 
fact that much of our present day work in the survey field would 
be impossible to tabulate without punch card or magnetic tape 
equipment, and at times I have seen surveys that were almost 
impossible to tabulate even with such equipment. These mech- 
anical aids to tabulation and computation, although having greatly 
increased the scope and feasibility in the area of survey research, 
are not a complete unmixed blessing. Each step in the line of 
progress has brought with it new and different problems. While 
we have gotten rid of the headache of checking and controlling 
what used to be the only available tabulating devices—i.e., the 
human clerical worker—we have not eliminated all of the prob- 
lems of communicating with supervisors. As we move from 
mechanical to electronic means of tabulation we encounter once 
again (in disguised but recognizable form) the same problems 
that we encountered when our predecessors moved from the 
human to the mechanical tabulation equipment. 


Should You Use a Computer? 


In general, a computer can be used advantageously if: (1) the 
data is in such a form that it can be fed into the machine; (2) a set 
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of rules can be formulated which will completely describe the 
operations to be performed; and (3) it is economically profitable, 
This latter point is the one that is of great concern to me, 

If I were to take ali of the claimed advantages of the computer, 
as presented by computer salesmen, and forget that they are 
general advantages and not necessarily applicable to ordinary 
survey research tabulation, I could not help but go out and buy one 
immediately. However, I must evaluate these advantages in terms 
of my use and potential use, and here is where the problem lies. 

During my four years with National Analysts, and even during 
my short period with ‘‘The Ford Family of Fine Cars,’’ I have 
seen very little in the way of research that would require the use 
of computers. The nature of the studies that are conducted in 
both of these companies, and I have no reason to believe that 
other companies in the research field, or in the manufacturing 
field differ to any substantial degree (remember I talk of surveys 
only), are of relatively small size, with a limited number of 
respondents, a questionnaire running from about 40 to 45 minutes 
in average and having about 30 to 40 questions, a goodly percentage 
of which are closed-ended. In all probability there are about 75 
items to be processed, with about three cross tabs containing 
eight cross tab classifications. In the matter of computations 
there are but the minimum needed, nothing more than percentaging, 
perhaps on a variable base. These studies are almost always 
needed yesterday, and will always require additional tabulation 
runs and cross tabs to supplement the original tab plan and analy- 
sis. Such studies as ‘‘Consumer Attitudes Toward a Proposed 
4,000-Mile Oil Change,’’ or ‘‘Consumer Attitudes Toward the 
30,000-Mile Lubrication’? or the same type of study for self- 
adjusting brakes or aluminized mufflers are the normal studies 
that are done in a research agency or in a large manufacturing 
concern, These are the rule. However, such exceptions of the 
magnitude of the U.S.D.A, ‘‘Study of Food Consumption,’’ or ‘‘The 
Annual Study of Consumer Finances,’’ or the Federal Reserve 
Board’s ‘‘Study of Installment Purchasing of New Cars,’’ have 
large number of respondents, generally require complex computa- 
tions, and if not complex computations at least numerous simple 
computations. These would probably be computer type jobs. To 
attempt to put some of the other jobs on the computer would be 
like trying to destroy an ant with an elephant gun. However, too 
often jobs are put on the computer because of its availability, not 
because the job is more efficiently handled by the computer. 
Getting on the computer has sort of a band wagon effect. 
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Are the Advantages of Using Computers 
Really Advantages? 


One of the most claimed advantages of the computer is the 
speed with which it operates, and this speed is always quoted in 
terms of cards per minute. Here, one must differentiate between 
speed including and excluding programming time. In most 
instances the speeds mentioned are speeds of running cards and 
almost always exclude the programming time. In the simple 
tabulations and cross tabulations of the ordinary study, the higher 
speeds of the computer, even with the presence of a standardized 
program which is or may be adaptable to any normal situation, 
but which still requires some additional programming, I doubt 
that the speed of the computer affords any great savings to speak 
of, particularly when one is aware that the present conventional 
sorter, the #084, processes 2,000 cards per minute, and the #108 
counter sorter can process 1,000 cards per minute. The savings 
that speed can obtain for the researcher have more to do with the 
computer’s ability to do numerous simple and complex computa- 
tions. Such lengthy and complicated calculations are typical of 
multi-variate analysis of variance techniques, correlation prob- 
lems, multiple regression and factor analysis. The computer 
thus replaces a man with a calculator, work sheet, and several 
weeks time. It is, however, my opinion that the precision and 
quality of market research data rarely warrants these elaborate 
types of analysis. It may be possible to increase the value of 
market research data by using more elaborate measures derived 
from multiple variate analysis, however measures of this type 
are full of pitfalls and may frequently result in lower rather than 
increased precision, 

Another claimed advantage for the computers in general are 
their greater accuracy. This is a very real advantage once the 
input is known to be completely error-free and the program tested 
out. The consistency of rules applications helps make this advan- 
tage a very real on. However, it is sometimes easier to spot a 
double punched column in use of a #101 than in the use of the com- 
puter. It is sometimes remarked in jest, and faced in reality, 
that you can now make more errors in five minutes on the com- 
puter than you formerly could in a whole day with conventional 
equipment, 

The advantage of flexibility is a very real one, in that many 
things that were heretofore nigh near impossible to do within 
reasonable limits are now realities. However, again there isa 
limit to their flexibility and that is in the area of providing addi- 
tional tabulations and cross tabulations not in the original pro- 
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grammed series, and these can often be supplied more quickly 
and/or economically by card processing equipment. Hence, itis 
imperative that card punching equipment be maintained even with 
a computer. As yet, at least some hand editing, coding and key- 
punching must be done even with the use of the computer. But, the 
computer can edit, recode, check for inconsistencies, create 
indices, bypass the need for transferring information from card to 
card, and compute all needed statistics and while it is not yet 
possible for the computer to do the analysis and write up the 
report, printed tables have been reproduced for insertion in the 
report. I might add that this can be done also with punch card 
equipment making use of a counter sorter with an attached sum- 
mary punch, a calculator and other equipment, the results of 
which are machine percentaged table forms. Although this is 
somewhat slower than a computer it may be more economically 
feasible if you have the punch card equipment sitting available. 

I firmly believe that the computer’s major contributions to 
survey research are yet to be made. It is true that they provide 
speed, accuracy, flexibility, computability and economy in some 
instances. It is in the area of computability that I expect the 
greatest contributions to be made, mainly in making available 
statistical analysis heretofore too time consuming to do, and too 
costly to perform. Tabulation planning instead of being a minor 
adjunct to the planning of a survey will become an integral and 
difficult part of research planning. There are jobs which badly 
need what the computer has to offer, jobs which have in the past 
been neglected because of the difficulties involved in the tabula- 
tion or computation. Unfortunately the introduction of modern 
complex sampling design, while greatly improving the efficiency of 
our survey methods, is also greatly increasing the difficulties of 
computing an estimated sampling error. This is probably one of 
the greatest weaknesses of present day surveys, the lack of any 
statement with respect to the sampling and other errors of sur- 
vey results. 

I think that one should be aware of the pitfalls that are present 
in the use of the computer, and these have to do with the tendency 
towards academic research rather than practical research and the 
tendency towards over-computation. Although there is a danger 
with the introduction of computers that it will lead to an unending 
mass of meaningless results, this is not seen as an argument 
against computers, for we can achieve this even without the use of 
computers, by the use of any other system. However, the mere 
fact that it is possible to do simply and easily a number of things 
which are relatively meaningless computations, these computa- 
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tions will be done. In the initial stages of computer usage I believe 
that many study directors will find themselves putting things on the 
computer, just for the sake of doing so, and in many instances the 
time on the computer will be like a fishing expedition, whereby he 
will attempt to correlate everything with everything else. The 
resultant increase in data will create greater confusion with the 
researcher, who will learn from experience. 

Another pitfall that will be faced in time is that study directors 
will make use of existing programs, which will compute a certain 
statistic even though the data do not meet the assumptions of the 
statistic, rather than to have the appropriate statistic programmed. 
I feel that many study directors will come close to drowning in the 
sea of numerology, with their use of computers, and after their 
sad experiences will return to the equipment—wiser men for the 
experience, 

One aspect of the problem of using the computer is the one we 
have just been mentioning, i.e. should these computations be done 
at all. With respect to this problem the considerations as applied 
to do the job on a computer are in general no different than the 
considerations of doing the job on punch card equipment or doing 
it by hand. The one point in which the computer introduces new 
problems on the area as to where this should or should not be 
done is that problems that previously had to be dismissed as com- 
pletely unfeasible are now possible, and we must, therefore, give 
some attention to whether it is possible to now do this computation 
and if so is it desirable. 

Another phase of the consideration of the use of computers is 
with respect to problems which it is now possible to do on other 
equipment or by hand. Here the problem becomes primarily one of 
comparison. I cannot in the time available here go into the ques- 
tion of comparing costs for doing the same or comparable jobs by 
hand, punch card equipment or electronic computer. Frankly the 
job of sometimes measuring the relative costs is of such magni- 
tude that it may be cheaper to do a hand count rather than go into 
an analysis of which method is actually better, i.e. the overhead of 
deciding which method is better may be greater than the differen- 
tial between methods. However, for very large jobs a careful 
analysis may be desirable. It is well to recognize that man has 
greater flexibility and scope when compared with the punch card 
system. In general, a computer is more accurate and faster than 
punch card equipment. In flexibility and scope it is also superior 
to punch card equipment although, in general, itis never as flexible 
or variated in scope as a person, One cost, however, of the use of 
the computer may be substantial—it is the cost which is frequently 
overlooked—this is the cost of programming, and although such 
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costs occur in setting up the plug board in punch card equipment, 
they are nowhere near as high. Many programs which could be 
run more cheaply on the computer will prove to be more costly if 
you have to start from scratch and write your own program, 
Although at present the tendency is towards standardized programs 
for survey research, such programs will sacrifice some efficiency 
to eliminate the programming costs. For big jobs standardized 
programs will not be desirable, whereas for little ones they will 
be essential. To my knowledge the standardized program is the 
prospect for the future rather than the actuality of the present. 

In the case of the research agency, the question of the use of 
the computer may resolve itself around the issues of simple eco- 
nomics, Whether the gains to be derived in terms of increased 
study efficiency and profitability will warrant the added costs of 
buying a computer or renting one, while other equipment sits idle, 
hiring of programmers and their high costs, the ever present 
need for supplemental punch card equipment, and the need for 
additional floor space to house a computer. I sincerely question 
the economic feasibility of purchasing a computer for the average 
commercial research establishment, in view of its limited use due 
to the nature of the research jobs performed in which we attempt 
to study a relatively small number of cases intensively rather than 
a larger number extensively. The volume of data is in general 
small, and the type of computation (while it may be extensive) is 
usually very simple and straightforward. My inquiry of others in 
the commercial research organizations has brought forth similar 
responses, 
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Census Method Il—a computer program to adjust data for 
seasonal variation and to segregate the different types of 
fluctuations so that analysis can be made—makes it possi- 
ble to learn new facts about your business. Irregular, sea- 
sonal, cyclical, and trend factors are separated to provide 
results that while only historical and not foolproof facili- 
tate forecasting as compared with forecasting from original 
data. 


ONSIDERABLE attention has recently been drawn to the tech- 

niques for de-seasonalizing data that are used at the Census 
Bureau. Since the advent of electronic computers, new methods 
of analyzing economic data have become practical that were too 
costly in years past. One of these new methods is what has be- 
come known as Census Method II, Census Method II is a com- 
puter program that is used to adjust data for seasonal variation 
and also to segregate differing types of fluctuation so that an eco- 
nomic series can be analyzed in the most logical way. For those 
who would like to have their own data processed with this pro- 
gram, there are commercial computer services available to econ- 
omists and marketing research men that will do the job at prices 
ranging from $50 to $100 per series. Such low prices make the 
program very attractive to forecasters, particularly in that it is 
not necessary to re-process the data until a considerable period 
of time has elapsed, in some cases several years. 

In order to make a description of the program more interest- 
ing, I chose Product A as a case study. Although the information 
is actual, its real identity must be withheld. This is one of the 
culprits we try to forecast. Figure 1 shows monthly data since 
World War II, This is what is called the Original Data. Nothing 
as yet has been done to it. A quick look is enough to show that 
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forecasting something like this is like attempting to forecast the 
outcome of a dice game. But is it really? Well, let us see. We 
have learned many things since working with the Census program, 
For one thing, we certainly know that many factors—and not just 
one or a few—cause all those fluctuations you see. We know that 
the season of the year plays a part. And we know that the business 
cycle and the long-term growth of the American Economy also 
play parts. And we know too that there are all sorts of imponder- 
ables. There are many causes and the computer program is de- 
signed to unscramble these causes and isolate them according to 
type. In effect, what the program does is what is done in labora- 
tories: the various elements are isolated and examined independ- 
ently of one another. You have heard the expression ‘‘All other 
things equal.’’ In a laboratory situation, you can manipulate one 
variable and hold the rest constant. This is precisely what we 
gain from this Census program. 

Economists generally classify economic fluctuations into one 
of four types as seen in Figure 2. One they call the trend, that is, 
the long sweeping movements of economic data that are attribut- 
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able to such things as the growth in population, the development 
of industrialization and the like. It might be well to note that not 
all trends rise. The long-term trend of anthracite coat is not 
rising, nor are freightcar loadings, although total fuel consump- 
tion is and so is total transportation. 

Under the long-term trend you see a second important cause 
of fluctuation: the business cycle. The cycle—which is sort of 
what we mean when we say ‘‘How’s business?’’—is a flow of eco- 
nomic volume that has recently been three to five years in length, 
Cycles generally end in what are popularly called recessions. In 
the post-war period, our economy bottomed out in the recessions 
of 1949, 1954, 1958 and probably just recently. Because the trend 
and the cycle are so closely related to one another, they are 
treated together in this program. 

Having mentioned the trend and the business cycle we come to 
yearly events: that is, seasonal variations. One of the best things 
about seasonal variations is that their time span is a known factor: 
The Christmas rush, for example, comes along at the same time 
each year and is always a year apart. 

Fortunately, a substantial portion of economic fluctuations are 
explained by the three causes already mentioned. But those fluc- 
tuations that are not attributable to the trend, the cycle or the 
season are lumped together in a catchall category called the ir- 
regular. These include such things as strikes, floods, unusual 
weather like a late Spring, and sometimes even sharp price 
changes. They are generally impossible to anticipate because 
they do not follow patterns. They are not repetitive. You can see 
what they look like in the bottom curve of Figure 2. Because it is 
very difficult to anticipate irregular fluctuations, their magnitude 
relative to the three other types of fluctuation is critical to the 
forecaster. The more the irregular affects the data, the more 
difficult it is to forecast. 

The computer program we have talked about is designed to un- 
scramble the elements as shown in Figure 1. The very first thing 
determined is the basic underlying flow of the business: the 
trend-cycle (Figure 3). There is a moving average passing 
through the monthly data. By means of rather sophisticated—in 
fact, highly complicated—moving averages, the underlying flow is 
estimated. It follows that the differential existing in any month 
between the original data and the underlying flow of the business 
is caused by the other types of fluctuation: the seasonal and the 
irregular. Figure 4 shows how far from the underlying flow of 
the business the original data can be; in other words, how far the 
seasonal and the irregular can cause the actual data to be from 
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Figure 4. Irregular Factors 
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the irregular. Figure 5 indicates what the seasonal pattern is in 
Product A. Notice that July is about 25 per cent below a normal 
month, which is 100. Note too that in the beginning of the year, 
seasonality tends to decline slightly and drops sharply from June 
to July, followed by an upturn until a peak is reached in October 
followed again by a mild decline through December. 

This brings us to an interesting point—four of the five product 
lines in our business tend to have quite similar seasonal patterns, 
Only pipe and tube for plumbing is an exception. Figure 6 shows 
this quite clearly. Note in the lowest curve that each December, 
plumbing tube hits the bottom and then sails right up through the 
following November when the pattern starts anew. Note that July 
shutdowns have little effect on pipe and tube. But also note the 
great similarity among the top four products. Because of this we 
always keep plumbing separate from our other lines, Figure 7 
shows what the seasonal pattern looks like from one year to the 
next. This is called a moving seasonal and shows how repetitive 
and, therefore, predictable the seasonal can be. 


Figure 5. Seasonal Factors 
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Figure 6. Seasonal Variations 
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Figure 7. Seasonal Component 
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What is left after the trend, cycle and seasonal variations are 
accounted for is the irregular, the knotty leftovers that will not go 
away even after the other fluctuations are explained. Our industry 
tends to fluctuate five per cent a month just because of the irregu- 
lar (Figure 8), It is more so for individual company data. One of 
the good things about the irregular is that an irregular in an up- 
ward direction tends to be offset by an irregular in a downward 
direction—in other words, over a period of time, they tend to can- 
cel each other out. Beyond six months they are often unimportant, 
But in short range forecasting—such as monthly—they can cause 
serious problems, 

Let us review now what the computer program did to our origi- 
nal information (Figure 9), At the top and working down you see 
the gradual transformation from the highly erratic original month- 
ly data to the very smooth cyclical curve at the bottom. Note that 
the original data fluctuates monthly by plus or minus 122 per cent, 
For one thing it might on the average be plus 12% per cent, but it 
might also on the average be minus 12% per cent, already we have 
a possible spread of 25 per cent. But then again—in that this is an 
average—about half the time it is liable to fluctuate more than 
122 per cent, In the second line you see the original data season- 
ally adjusted. This line fluctuates only plus or minus 5.8 per cent 
a month. The bottom curve shows the seasonally adjusted data 
after the irregular has been eliminated. This curve fluctuates 
only 2.9 per cent per month. You might ask what the third line is, 
Well, one of the problems is keeping that smooth cyclical curve at 
the bottom up-to-date. Unfortunately it is too complicated. Con- 
sequently, the writers of the program provided a reasonable sub- 
stitute of the trend-cycle that can be kept up-to-date monthly. It 
fluctuates 3.5 per cent monthly which is not too far from the 
cyclical fluctuations of 2.9 per cent in the bottom curve. 

The Census Bureau’s method of breaking an economic series 
into its component parts must be treated with caution. The Cen- 
sus Bureau itself would certainly be the first to tell you that the 
results achieved when processing your information with this pro- 
gram must be rigidly checked. Not all economic information can 
adequately be processed by this method. The seasonal adjustment 
factors that are taken from the machine print-out should be 
checked—and even better—graphed so that their adequacy can be 
determined. In a great many cases, you as individual interpreters 
of the printouts will adjust the seasonal factors manually. What is 
most important is that the computer does not automatically pro- 
duce foolproof results. The computer’s leading role is in under- 
taking an enormous amount of arithmetic that you would more than 
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Figure 9. Transition from Original to Cyclical 
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likely not tackle, if there were no computer to doit. The com- 
puter supplies the clerical help, but you must interpret its output. 

Another thing that you must be careful not to conclude is that 
this program forecasts your sales, It does nothing of the kind, It 
provides you with a great many tables of information about the 
monthly history you put into it. It does not take this data and fore- 
cast ensuing months, That is for you todo. The machine provides 
you with excellent analytical information that enables you to face 
your forecasting problems much more clearly. 

Having now seen briefly how the Census program works, it 
might be worth while taking the next step—that of forecasting the 
cyclical-trend. Figure 10 shows a blowup of the cyclical com- 
ponent, (the heavy line) with seasonally adjusted series weaving 
around it. As you can see, our industry hit the peak in the Spring 
of 1959—about a year before the National Economy which reached 
the peak in May, 1960. The evidence now indicates that we hit the 
trough in February, 1961. What should be our forecast of the 
trend-cycle component given the conditions showing on this figure? 
Considerable attention has been given to this. In Figure 11, there 
are two pictures of Product A. The top curve is the seasonally 
adjusted curve and the bottom one is the MCD Curve, which is that 
cyclical curve I said was easy to keep up-to-date each month. 
This is simply two ways of looking at the same basic economic 
series, most of the irregular fluctuations showing in the top curve 
being removed in the bottom one. One of the things that comes to 
mind right away is that Product A has been declining since the 
Korean War. This must be taken into account when determining 
how high the next peak will be. Since Korea each ensuing peak 
has been a bit lower than the preceding peak. On the other hand, 
the troughs have reacted the same way with the exception of the 
recent mild recession, 

The National Economy tends to rise for about three years and 
then declines for about a year. This has been the average be- 
havior since World War II, However, in Figure 12 you will notice 
that if a line is drawn from the trough month to a point 12 months 
later, an interesting discovery is made. Although the National 
Economy takes about three years to reach peaks, Product A 
seems to get there in about a year on the average. You will notice 
that rarely are there points after this that are higher. The Korean 
period was a bit higher. But for the most part it can be concluded 
that Product A tends to get to its peak in about a year or so after 
the trough. After that point, Product A tends to waver around for 
a couple of years, then joins the downtrend of the National Econ- 
omy. So we can roughly say that if the trough was hit in the first 
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Figure 10. Brass Industry Shipments (Excludes Plumping Tube) 
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quarter as we now most certainly think it was, then Product A 
should increase at a rather rapid rate until about next Winter or 
Spring. At that time the forecaster should be cautious of over- 
expanding his inventory. 

We think too that we have an explanation for this interesting 
phenomenon, The basic material in Product A is copper which is 
a world metal and which has a highly flexible price. When buyers 
of copper and copper products get the idea that the trough is near, 
they begin buying copper much more rapidly than demand justi- 
fies. This they do because they think the price of copper is about 
to rise—so they buy it quickly before the price goes up. But their 
very actions, of course, result in the rising price. After about a 
year has passed, the pipelines are full and copper buyers realize 
they bought too much, That is, more than enough to meet their 
requirements, Thus an adjustment sets in and demand for copper 
declines even though the National Economy continues up. After a 
year or so, the copper markets tend to become adjusted again to 
demand and at that point if the national economy is still going up 
copper again joins the parade and then declines when the national 
economy slips into its next recession. 

These conclusions about the behavior of Product A have helped 
us to forecast better. The Census program for isolating the im- 
portant variables made it possible for us to learn these new facts 
about our business. The conclusions would, of course, not neces- 
sarily apply to your industry or product, but I am sure that many 
interesting conclusions would be discovered. In fact, it is quite 
surprising to me to learn how few companies use this new tech- 
nique. There is gold in the hills, but you have to go find it. 


a7. LINEAR PROGRAMMING FOR 
MARKETING COST REDUCTION 


Ronald J. R. Kallman* 


Linear programming, which is readily adapted to computer 
use, provides the means of digesting facts and indicating 
some conclusions to managers who determine the facts and 
make the decisions from the conclusions. This powerful tool 
can aid in such decisions as determining the best of several 
opportunities a business should seek, determining the least 
cost delivery-storage system, the optimum combination of 
promotional effort, and the optimum assortment of prices. 


OR our purposes I wish to consider marketing as the function 

operating between the manufacturer and the consumer. Its 
area of concern is fourfold: merchandising, distribution, promotion 
and pricing. The first of these, perhaps, deserves some further 
clarification since the term has been used in many ways. My 
meaning is the concern with product planning from the market 
viewpoint. This implies selecting and identifying the product, 
structuring the price lines or package and paying close attention to 
the timing of any program of action. 

Central to the idea of merchandising is the full identification of 
product, What exactly are we trying to market? If you will excuse 
me for using my own product line as an example, the Computer 
Division of Philco is marketing general purpose, digital computers; 
the very devices we have been discussing as an aid to effective 
marketing coordination. But this is not our product exactly. The 
hardware itself is only part of the package. Equally important is 
what has recently come to be known under the term ‘‘software,”’ 
for want of a more descriptive title. Actually, we provide pro- 
grams and systems to make effective use of the hardware. We 
provide training, guidance; and we maintain the equipment in top 
operating condition. In short, we are really providing a computer 
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service. You might say we are moving the service bureau opera- 
tion onto the customer’s premises. This action provides certain 
financial benefits to the large user of this type service. He pays 
a lower use charge or rental when he installs his own equipment, 
He may use it whenever he wants. The service is more conven- 
iently located on his premises than it would be at some distant 
service bureau. 

Lest I mislead you Philco is not the only firm offering a prod- 
uct of this nature: there are others. However, there are also 
firms in the field whose product is the so-called hardware only; 
and I have gone into this much detail merely to emphasize the need 
to be exact in identifying the product. If you are otherwise than 
exact, your marketing program may be, to say the least, in- 
adequate. 

But let me come back to the four basic concerns of marketing: 
merchandising, distribution, promotion and pricing. A little re- 
flection shows costs intimately involved in each of these areas, 
Perhaps this is a pedantic way of saying the obvious—a marketing 
program does not come free; but the important point is that 
marketing costs really represent a significant part of the price of 
the product. Arguments can be made thatthe share is too high; and 
similarly, that it is too low. Regardless of the point of view, as 
responsible marketing individuals, we all want to reduce market- 
ing expense. We are merely interested in getting a greater return 
for our marketing dollars. 

The computer is a tool which can help us reduce marketing 
costs. In particular, computers make possible the solution of a 
pretty complicated type of problem called a linear program. This 
type of problem is of especial interest tomarketing people because 
it deals basically with costs and available resources and finds 
application throughout our area of concern. Given certain condi- 
tions, a feasible linear program can be solved to minimize costs. 
A computer is not the only means of solving linear programs, but 
since there are usually hundreds, if not thousands, of conditions to 
be reckoned with, hand calculations, as a rule, are just not 
practical. The race is over before you have picked the horse you 
wish to bet on, 

All sound management decisions are based on some information, 
In recent years, marketing people have grown more adept at ob- 
taining vast quantities of information: so much so, in fact, that 
several of our salesmen are accusing us of taking lessons from the 
federal government, a pretty eminent information-gatherer. Such 
data come from special surveys, field reports, published statistics, 
test programs, and so forth. They are designed to provide a better 
basis for sound decision, but frequently overwhelm the decision- 
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makers by sheer volume. An orderly analysis of such information 
is clearly required if decisions are to be well-founded. Linear 
programs frequently provide a means for digesting these facts and 
indicating some conclusions, It is stillthe manager’s job, however, 
to develop the program and he bears full responsibility for appro- 
priate decisions. Linear program solutions can only provide as- 
sitance in this task. 

Having thus reassured everyone that marketing management is 
not being replaced by computers, let’s consider a few cases; 
examples where linear programs can be and have been used in the 
four primary areas of marketing concern. 


Applications of Linear Programming. 


The first case selected illustrates an application in merchan- 
dising. Let’s, for the moment, visualize a medium-sized company 
comprised primarily of engineering personnel and technicians, 
Certain buildings and sets of equipment are available for the use 
of this staff. The engineers, themselves, have definite capabilities 
based upon their training and experience. For example, they may 
have previously participated in the design and construction of radar 
sets, telemetering equipment, complex systems controls, and so 
forth. For such a group, today, there are many opportunities to 
bid on business. Hopefully there are many more opportunities to 
bid than the staff can possibly handle. A good question for the 
management of such an organization to answer is: which of the 
several possible opportunities for business should the company 
seek? It can be determined that success in some of these areas 
will bring higher reward than others. Perhaps there is a larger 
fee involved or greater skills will be brought into the organization. 
On the other hand, several of these programs may call upon the 
self-same people within the organization. The selection of these 
engineers for one of these programs thus rules out any considera- 
tion of the others. Just how do we go about directing our effort to 
maximize the profitability of this opertion? 

Here is a prime case where we are really trying to define the 
product of the operation. It will be seen that the product here is 
not necessarily nuts and bolts, or some consumer item; but rather, 
a service—an engineering capability of a rather technical nature. 
And yet, the way we define this capability will certainly determine 
the business in which we are interested. Such a problem situation 
can readily be formulated into a linear program for appropriate 
solution. While some of the numbers and data will be difficult to 
come by, it is certainly worth the effort to find them. Once the 
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program has been set up and an initial solution obtained, it is then 
quite possible to alter some of the conditions. The manager can 
ask the question, based upon a preliminary finding: ‘‘what would 
happen if we ceased work on this one job, thus freeing our person- 
nel for work in another area? What would happen if our customer 
should cancel further work in this other area? How would this 
affect our overall profitability? How would it alter our ability to 
compete with other firms in similar lines of endeavor?’’ The 
great value of a linear program solution in this area exists in the 
ability to change the original conditions once the problem has been 
formulated. In this fashion, inavery brief span of time, a manager 
can ask many, many questions and quickly obtain meaningful an- 
swers. Might not many of our aerospace companies, today, mater- 
ially benefit from such a programmed approach to definition of 
their product; hence, greater capability in merchandising? 

The second case I wish to describe for you is in the distribution 
area. This is one, perhaps, where more of you have encountered 
the use of linear programs. During the war the armed forces were 
faced with rather substantial logistics problems. Should they 
stock-pile vast quantitites of material at advance bases or at 
bases in the rear, relying upon airlift to meet emergency require- 
ments for spares, This type of problem is the familiar distribu- 
tion type of linear program and finds rather wide application in 
industry. The example today concerns acoal distribution company. 
The company has three warehouses serving a large metropolitan 
area. There is a fleet of trucks of varying capacities, a staff of 
drivers, garages with maintenance facilities, access to a source of 
inventory—coal cars are received at one edge of the city by the 
railroad’s main line and subsequently routed to each of the three 
warehouses. Some warehouses have a higher delivered cost of 
coal than others because they represent a longer travel time for 
the coal cars. 

You will observe there are many inter-acting elements of cost 
in this situation. Previously the problem has been handled by a 
very experienced driver knowing from experience when to send 
other drivers out to make delivery in order to meet the schedule 
and keep the total costs of delivery within some reasonable bounds, 
It is quite possible, however, to formulate this problem exactly and 
provide for a solution which generates the lowest cost in terms of 
overtime, rehandling, storage charges, delivery charges, lost 
customers, and so forth. In this situation the results are often 
quite surprising. The experienced truck driver is just not capable 
of handling all the variables involved for an optimum solution. He 
is, after all, only human. The situation becomes even worse when 
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our friend is asked to consider what happens if we give him three 
more trucks and four more drivers? Can he do a better job at 
service? Well, the linear program solution will provide, within a 
matter of minutes, the effect of additional capacity for delivery in 
terms of equipment or people as well asgiving a very clear idea of 
what happens if an exceptional number of trucks are laid up for 
want of spare parts, or because of difficulties with some segment 
of the driver-pool. I’m sure your imaginations will sketch out for 
you many horrible things that can occur, making the task of meet- 
ing delivery requirements to customers of this coal company 
overwhelming. Yet formulated as a linear program, solutions to 
changing conditions are fast, optimal and inexpensive. 

For our third case, let’s select one in the area of promotion, 
A well-known meat packer had been distributing his product for 
years and had developed quite a stock-pile of data on the value of 
colorful wrappings, counter displays, advertising in newspapers, 
magazines, radio, television, promotional visits from missionary 
salesmen, direct-mail campaigns to homes, and so forth. All of 
these items cost money. Let us further assume that the president 
has fixed the promotional budget. In this situation, therefore, we 
wish to maximize the sales from such an advertising and promo- 
tion campaign. A coordinated play of promotion can be developed, 
based upon the solution of this linear program. All these cost 
elements can be weighted in terms of historical data at various 
times, and their impact on a particular area for the sale of meat 
can readily be measured. 

A question frequently asked in marketing managements these 
days, particularly with companies that appeal to the public, is: 
‘‘can we afford to drop our television advertising?’’ Or the mar- 
keting manager may feel a small budget increase will bring large 
rewards. Well, the solution to this problem can be evaluated, 
again, in a matter of minutes, by changing some of the original 
conditions for this linear program model we have just described. 
At the same time, other combinations of promotional effort can 
readily be evaluated and the one providing the greatest volume can 
quickly be determined. As tastes change and reaction to various 
forms of advertising develop, it will be necessary to re-structure 
the model. Once it has been set up, however, subsequent changes 
are made quite readily and with a minimum additional investment 
in time and money from the marketing department. 

The last case I wish to describe is in the pricing area. The 
company under discussion is a manufacturer of—let’s say —razor 
blades. For simplicity, let’s consider that there are three lines 
of blades; each selling for a different price, and each having a 
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different quality. The company is obviously concerned with maxi- 
mizing its profits. There are certain known restraints in this 
situation, For example, one man will presumably use only one 
razor blade at a time; some of the blades we are offering last 
longer than others, some cost more. If we sell more blades we 
the manufacturing cost goes down; hence, our profitability should 
go up. But we only have so many buildings and so much manufac- 
turing capacity at this point in time. If we raise our prices on 
some lines—say the higher priced ones; people may prefer our 
less expensive blades, or, worst ofall, people may decide to change 
to ‘*Brand X.’’ The intentions of the consumer can be measured 
by surveys in this area and, consequently, we are able to structure 
a problem based upon price. We can, presumably, determine the 
optimum assortment of prices for our various lines of razor blades 
in such a way as to maximize our profit-potential. We can in- 
vestigate what differences slight changes will have. In short, we 
can develop a program which is designed to handle our current 
pricing problems and yet smooth the way for perhaps the intro- 
duction of a new product a little later this year or next year, with- 
out disturbing our entire price structure. 

In these examples we have tried to show some areas where the 
new tool of the computer can be used to save money in marketing 
with the use of linear program models. Anyone can take advantage 
of this method. One may use the computer that his controller has 
obtained to keep track of cost distributions, or go to a service 
bureau such as Philco’s own Western Computing Center in Palo 
Alto. The marketing manager may do as much or as little with 
his own staff as he wishes. He may hire all elements of this prob- 
lem formulation and solution done for him by various consultant 
firms, or he may develop his own staff to provide greater insight 
into the different alternatives of solution. 

For those who might be giving thought to conducting the opera- 
tion on their own premises, it’s perhaps worthwhile to look at 
some of the characteristics of a computer which would be impor - 
tant for the efficient solution of linear programs, First of all, the 
computer should have fast internal speeds. Its arithmetic times 
should be in the microsecond range for there are many, many 
calculations to be formed in the solution of a linear program. 
Second, the computer system should have very high-speed mag- 
netic tapes because there is much information which must be 
passed over again and again while zeroing in on a meaningful 
solution, The tapes should also be buffered from the computer so 
that computing is not interrupted while information is inputting or 
outputting. And then finally because of the method of solution of 
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particularly the Simplex, it is desirable that the magnetic tape 
system have the capability of reading backward as well as for- 
ward. In the actual solution of a linear program, the data are 
analyzed in one direction and new information written out on 
another magnetic tape. At the end of a single pass, a whole new 
set of data is then created which is the next approximation to the 
solution. This becomes the latest case, is written on magnetic 
tape, and the procedure restarts in a backward direction. Compu- 
ter systems which do not read magnetic tape backwards must pro- 
vide two sets of records; one in the forward direction, and contin- 
ually process both of these. This doubles the number of magnetic 
tapes necessary for a solution and materially increases the time 
required. 

The program to obtain a solution to a linear program is usually 
provided by manufacturers of data processing equipment as part 
of their software. At least, such a program is part of the Philco 
Computer Division product line. All you have to do is provide the 
data unique to your company. The opportunity for marketing cost 
reductions through linear programming is barely tapped. A 
powerful new tool is waiting to help you develop better marketing 
programs, 


Part Six 
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58. THE OPERATIONAL USE OF 
MOTIVATIONAL RESEARCH 


Ernest Dichter* 


For research to be both practical and good research we 
must consider its eventual practical and operational use. 
Defining the problem in motivational research is indeed 
difficult. We must be aware of latent needs, cultural 
trends, and be cognizant of the fact that motivations 
change through time. Effective motivational research de- 
pends upon the intelligence of the researcher and the ef- 
fectiveness of its use depends upon practical experience, 
common sense, and scientific ability. 


FTER many years of controversy there is no doubt now that 
MR is here to stay. But what exactly is its place, when and 
how should it be applied? Research techniques are tools and tools 
are chosen according to the tasks which they should perform. 
Tools can be too simple or too complicated for a task. In either 
case, waste and wrong results are the inevitable effect. There 
are two major types of aspects of human behaviour, those phenom- 
ena that can be described and those that must be interpreted. 
Market research is basically research of human behaviour and 
much of it is descriptive. 

It is very important to know how many suits the average Amer- 
ican male has in his closet and also what color they are. This can 
be determined by descriptive research. I can also observe that 
younger people have fewer suits than older men. The problem is 
a radically different one, however, when I want to know why. I 
have no scientific right to state that it is age which explains the 
larger number of suits, nor can I ask the older men directly why 
they have more suits than younger men. Most likely they are not 
even aware of this fact. My task is one of interpretation. Inter- 
pretation techniques are radically different from descriptive tech- 
niques. To claim that if I only describe enough people I shall 
eventually be able to understand their behavior is unscientific and 
therefore nonsense, 
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But the problem does not stop here. Suppose I have found by 
psychological techniques the explanation of the human behaviour 
that I am investigating. I am still confronted with the decision as 
to which one of my findings to use and to what depths I shall use 
them in the practical translation of my research into action. It is 
this which I call the operational use of motivational research, It 
is this which really matters to the advertiser. He is not inter- 
ested in knowing per se that cigarette smoking is an oral satisfac- 
tion or that people drive powerful cars to compensate for their 
insecurity. What he needs to know is how to use such an appeal 
and how to talk about it in his advertising and merchandising ap- 
proach. 

There is much research being done which leaves the client the 
final headache of deciding what to do with the findings. Motiva- 
tional research could also be practiced that way. I am of the opin- 
ion, however, that research in order to be practical and also in 
order to be good research, must think of the eventual practical 
and operational use of its findings right from the start. In other 
words, the strategic application of a research finding in my opin- 
ion radically changes the design of the research program. The 
distinction between diagnosis and therapy is an artificial one and 
should be abandoned. 

I shall discuss a number of specific examples of strategy re- 
search and the basic principles used as we have developed them 
in our Institute. 


Definition of the Real Problem 


The client might state his problem in many different ways. 
One of them, an oil company in England asked us, for example, 
why Englishmen don’t install central heat in their homes. His 
question was: What appeals can we use to convince them? The 
client said: ‘‘We have already told them that central heat is more 
economical, pleasant, and that the family will be healthier. What 
have we left out?’’ The client expected motivational research to 
provide him with a still better understanding of the psychology of 
his customers and to derive from it new appeals to be used in his 
advertising. The real problem, however, was quite different. 

Our study showed that most Englishmen we talked to were fully 
convinced of the advantages of central heating. It was like de- 
scribing a beautiful building on the other side of the river, What 
they did lack was an indication on how to cross the river. There- 
fore, for the advertiser to continue to describe all the advantages 
of central heating was fruitless. What was needed was an analysis 
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on how we could make the potential buyer realize that he was also 
included in the invitation to buy and to tell him how simple it was 
to join the ranks of the owners of central heat. This was accom- 
plished not only by pointing out the low costs and the short time 
needed for installation; but we found that there was a deeper rea- 
son for postponement and lack of decision. A fear of breaking 
with the English tradition of toughness, a fear of becoming soft, of 
giving in to all kinds of other modern ideas, leading inevitably to 
a more American and thus a more suspect way of life, was the 
deeper reason that had to be combatted. 

Fear of self-indulgence was the operational block. A further 
psychological problem was the lack of being able to imagine what 
life with central heating might be like. Using techniques of educa- 
tion and therapy we made fun of the hardy Englishman who would 
rather freeze than give up his illusion of ruggedness. We pointed 
out how fireplaces were also forms of central heating, only ineffi- 
cient ones. We further provided the necessary rationalization for 
the potential customer, convincing him that central oil heat would 
permit him greater health and thus enable him to participate in 
rugged outdoor sports more often that if he had the sniffles. 


New Products Must Answer Latent Needs 


Many companies search for new lines and new products that 
they can introduce profitably. This is apparently a difficult task. 
Thousands of such new products fail every year. The customary 
(and wrong) approach is to go out and ask several thousand people 
to react to the new idea presented to them, or to present ‘‘iffy’’ 
questions to them. 

The difficulty lies in the fact that many really successful new 
products would have come out very poorly in any market study and 
even in test marketing, and might never have been launched had 
the manufacturer relied on these tests. In a study on paint we 
found that in a given area like Minnesota certain colors seem to 
be preferred, primarily white and yellow for outdoors. The paint 
company wanted to know what new lines they should introduce. 
Color charts were submitted to a large representative sample. 
Having been accustomed to these few colors of white, yellow and 
some others, most people indicated their desire and preference 
for these same colors also in the new line. The new approach was 
a failure. 

We investigated the ‘‘color hunger’’ of the people instead of 
their color preferences. Instead of restricting the study to the al- 
ready frozen habit burdened reactions of the familiar field of 
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outdoor paint, we studied general attitudes toward color, folklore, 
home decorations, festival occasions and even the use of colored 
paper products in the home. We found that there was a definite 
evidence of color hunger, conditioned by the climate and some 
national and group characteristics. Our recommendation was to 
come out with some very unusual and bright colors but to provide 
with them the absolution for their use. We told the people that 
now finally they could satisfy their color hunger, that the outside 
of their homes could reflect their basic gaity as much as the in- 
side. 

In a study on a new type of evaporated milk it was found that 
90% of the women interviewed enthusiastically endorsed the prod- 
uct and told the manufacturer that they would surely buy it. When 
the product was actually marketed it failed. Why? Several factors 
had been overlooked in the otherwise very accurate test market 
situation. Evaporated milk is often used to prepare a baby formu- 
la. Mothers with their first babies were very much afraid to ex- 
periment even with an admittedly much better tasting evaporated 
milk. The test marketing situation had little to do with the real 
use situation. The new milk could be successfully introduced 
when a psychological differentiation was made between the mothers 
who had their first baby and those who had their second and third 
babies. With the second and third baby much of the fear had dis- 
appeared and the mother was much readier to experiment. 

The readiness of a market for new products can only be deter- 
mined if we first understand what the latent needs of the popula- 
tion are. In our studies we first approach new products from an 
understanding of the basic cultural trends. Instead of asking what 
new food products could a company make, we want to understand 
the operational problem of the change in food habits in a whole 
population group. 


Cultural Trends as Operational Factors 


Often the basic cultural understanding cuts completely across 
various product categories. We know for example that there is an 
ever increasing desire for individuality in the American consumer. 
This craving to be different must then apply not only to the food 
field but also to the cosmetics field, clothing, housing and many 
other areas. The same finding then permits us to anticipate that 
in housing developments, for example, the unusual features and 
the more boldly individualistic designs will be more successful 
than others. We can also predict that there is room in the food 
field for more unusual food items and imported lines. 
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This same knowledge recently permitted us to correctly pre- 
dict the increased acceptance of roll-your-own cigarettes in mar- 
kets as completely different as Sweden, Australia and Germany. 
I feel that this basic knowledge can be strong enough to influence 
you to take a second and more careful look at evidence which may 
at first point in the opposite direction. In the roll-your-own field, 
our client in one of these countries had come to us with the assign- 
ment to find out how the declining trend of roll-your-own ciga- 
rettes could be stopped. Our study showed that a good part of this 
decline had been brought about by the client himself. He had mis- 
takenly insisted on stressing the economic factors for smoking 
roll-your-owns., The new reason for success was snobbism and 
the desire for custom tailored cigarettes. 


Is It Still The Right Motivation? 


Human motivations, particularly the ones we can use in a spe- 
cific marketing and advertising strategy, do not stand still. Hav- 
ing the basic information about why people buy a particular prod- 
uct or service does not mean that this information will remain 
valid for any length of time. Often the very recommendations 
based on motivational research when translated into practice 
bring about a change. In the automobile field for instance, know- 
ing that cars are status symbols seems like a fairly permanent 
knowledge about the role of cars in our society. First of all, 
relatively little can be done with this information. Most car 
manufacturers by now are fully aware of it and have been beating 
this motivation to death. But still more important is the fact that 
this finding in itself is not quite true any longer. Over the last few 
years the status role of cars has been taken over by swimming 
pools and then has changed again to trips abroad. 

A still further development is the one I call the discovery of 
the ‘‘Innter Jones.’’ We are not quite satisfied any longer to keep 
up with the Jones, we also want to acquire basic happiness, We 
want more and more to do these things which we consider to be 
right from the viewpoint of internal and personal satisfaction. Our 
prestige ideals have changed radically, too. We don’t admire 
Lord Calvert any longer. A good part of our class consciousness 
has been replaced by one large middle class to which everybody 
does or wants to belong. It is within this middle class that tre- 
mendous possibilities exist. The plumber admires the other 
somewhat more successful plumber and the success is not just 
measured in terms of making more money but having more leisure 
and being able to retire earlier. 
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Thus the operational translation of motivational findings always 
has to take into consideration whether the basic discovery is still 
true or not. 


Sometimes Uncovered Motivations Have 
to be Reburied Again 


Suppose we discover that men who smoke pipes really like the 
perfume of tobacco, and I use the term perfume for a definite rea- 
son, Pipe smokers like to think of themselves as masculine. Our 
study showed that many pipe smokers are creative people who 
often have very definite feminine characteristics in their person- 
ality make up. Their predilection for sweet smelling pipe tobac- 
cos was often also quite outspoken. 

It would be dangerous of course to tell this to these pipe smok- 
ers directly. Some among you are pipe smokers may even now 
reject these statements as untrue. Our answer, knowing that such 
revelations might be rejected, was to cover up our findings first 
through rationalizations and secondly through reassurance that the 
pipe tobaccos sold by this particular company were obviously and 
definitely masculine. The choice of names of the tobaccos them- 
selves, of course, represent a further attempt of covering up. Ef- 
feminateness can also be portrayed as sensitivity, creativeness 
and individuality. 

How far one can and should go in covering up a true motiva- 
tion is of course a problem of operational use of MR. One can 
test possible alternatives of compensation and psychological dis- 
tortion and degrees of truths. Although most women use Jello 
because it is a lazy dessert, does not necessitate much prepara- 
tion and cannot easily be ruined, it would obviously be unwise to 
address oneself to all lazy women. Instead the commercials 
talked about busy women who had no time to prepare a complex 
dessert. In Holland we found that housewives were very emphatic 
that they served instant coffee only when there was a real emer- 
gency and they had no time to prepare a regular brewed coffee. 
The only puzzling thing was that the number of emergencies kept 
on increasing. 

Thus the consumer often gives us an indication as to how safe 
it is to utilize the uncovered true motivation. It is his or her de- 
gree of rationalization, the depth of which one had to go to find the 
true motivation, that reveals the level of useful application of the 
findings. 
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Playing Into The Competitors Hands 


A frequent operational mistake is the following. You have dis- 
covered the secret of your competitors success. You have found 
that people consider butter the best possible spread, but you want 
to sell margarine. You therefore attempt to find out why people 
like butter. It is its easy spreadability, its wholesomeness, its 
taste, the fact that it can easily be used for all kinds of cooking 
purposes. You then proceed to claim all these facts for margarine 
and tell the consumer that margarine is as good as ‘‘you know 
what.’? 

What you have done in reality is to play right into the hands of 
the competitor. Although it is true that the real motivations for 
buying butter are all these factors which you have discovered, that 
butter is considered part of nature, is daisy fresh and creates 
associations of blue sky and green farmlands, every time you men- 
tion these associations in connection with margarine you are ad- 
mitting that you too as a margarine manufacturer truely believe 
that these aspects of a spread are important. You are inviting 
people to buy something that is second best according to an order 
of preference set up by you. Unless they have a very strong eco- 
nomic reason (which often disappears in times of affluence) you 
will really have sold them butter using the budget of the margarine 
advertiser. 

A recent campaign for the eradication of juvenile delinquency 
made the following incredible mistake. It showed a jar of home 
preserves and proceeded to state: juvenile delinquency, too, is 
made at home. The association with home preserves is a very 
positive one. It clashed with the supposed negative association of 
juvenile delinquency. 

These are, of course, only a few examples of the operational 
problems of the application of motivational research. Each prob- 
lem, whether it is a commercial one or a problem concerned with 
issues like voting, with recruiting of personnel for the Air Force 
or with America’s image abroad, has to be treated within the total 
Gestalt and framework of all the forces that can be at work. 

We have had cases where the problem as stated by the client 
apparently concerned with product, while in reality it was the 
pessimistic philosophy of the management. In other cases, dis- 
covering the real motivations may sound very intriguing but half a 
dozen manufacturers have already used the correct motivation. It 
becomes part of the assignment to discover the new twist of the 
same motivation or the next best one that has not been used as yet. 

In the scientific sense, we are dealing with equations of human 
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behaviour. Before starting research, one has to be sure that all 
the relevant factors have been included in the equation. If not, a 
correct outcome and solution of the equation cannot take place. 

Satisfaction of needs does not take place in linear and direct 
fashion. Quiet people may buy loud shirts, older people may buy 
young looking cars. Quiet commercials may fit in best with excit- 
ing shows. Which is which is simply a research problem like any 
other. The only assurance that the manufacturer and client have 
that wrong conclusions are not drawn from correct facts, is to 
abandon the artificial and naive distinction between the facts and 
what to do about them. As I said in the beginning, the translation 
of research findings has to be part of the research program right 
from its start. 

Correct answers depend on the intelligence of the researcher 
and not on the intelligence of the respondents, no matter how many 
of them you ask. Whether the right answer is used the wrong way 
or not depends most of all on the practical experience, common 
sense and scientific ability of the people entrusted with the strate- 
gy of human desires and behaviour. Neither motivational research 
nor any other kind of research can escape the human factor in the 
human equation, 


59. THE PROBATIVE VALUE OF 
MOTIVATION RESEARCH 


Morris Gottlieb* 


Important advances in marketing will be from learning how 
to apply consumer motivational research results usefully to 
management decisions. This research should provide a basis 
for justifying the actions suggested. Such actions tested via 
control panels have probative value. 


ERTAINLY much progress has been made during the past 

decade in understanding consumer motivations, and one can 
look forward to even more progress in this direction in the sixties. 
However, I feel that the important advances in marketing will be 
not so much in learning more about consumer motivations as in 
learning how to apply this kind of knowledge usefully to marketing 
management decisions. 

To accomplish this we shall have to do more thinking about how 
management decisions are made and even more about how they 
should be made. The essential steps in the decision process are: 
1) Bringing up for consideration all the relevant alternatives, 
2) selecting the best alternative, and 3) evaluating the decision. 

Motivation research has made important contributions towards 
the first of these questions. Certainly marketers have become 
more sophisticated about consumers and their behavior and this 
knowledge has increased the range of products and marketing 
sirategies. However, often the recommendations stemming from 
motivation research are plausible rather than probative. Motiva- 
tion research is likely to suggest actions management would not 
have thought of otherwise; it is less likely to give management 
information that provides a basis for justifying such action toa 
reasonably skeptical Board of Directors. 

I think I can communicate most successfully by using a ficti- 
tious example. The National Sassafras Council is distrubed by 
continuing low consumption of sassafras tea. Itis considering such 


*Morris J. Gottlieb, Arthur D. Little, Inc. 
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alternatives as investing in a program of product research and 
development to find new uses for sassafras, allocating a budget to 
lobby in Washington for high import duties on leaf tea and coffee in 
order to improve the competitive situation, or investing in a pro- 
gram of advertising and promotion to stimulate consumer demand, 
For the moment let’s assume that the decision is to advertise. 

In order to develop the most effective advertising theme the 
Sassafras Council engages an outstanding motivation research 
organization to study consumers’ feelings and attitudes towards 
beverages and specifically towards sassafras tea. The research 
company conducts a study using group and depth interviewing, 
projective techniques, mathematical analyses including factor 
analysis and multiple regression. The relevant conclusions of the 
study are: On the negative side: Sassafras tea has the image of 
being old-fashioned and feminine rather than masculine. People 
think of it as being rather medicinal. It is not considered as 
stimulating as coffee or as invigorating as leaf tea. Incidentally, 
the cultural anthropologist on the research team has suggested 
that the upper-lower, lower-middle, and middle-middle social 
classes, which offer the greatest potential market for sassafras 
tea—because there are more of them—are alienated from the 
product because they associate it with the upper-upper classes, 
On the positive side: Sassafras tea is thought of as wholesome and 
mild. It doesn’t have any of the negative health aspects of coffee 
and tea nor is it as filling as milk or other food drinks. There’s a 
suggestion that it may have snob appeal to the upward mobile. 
Finally, it is associated with American tradition and the home, In 
th ambivalent area: Sassafras tea is associated with childhood. 
On the one hand it carries connotations of guild, parental chas- 
tisement and restrictions. On the other hand, memories of unin- 
hibited fun and freedom from responsibility. 

On the basis of these findings, the creative department of the 
advertising agency develops a campaign of full page life ads based 
on the theme—Enjoy the Innocent Pleasure of Sassafras Tea. The 
picture shows a wholesome American family featuring a very 
rugged masculine father complete with tattoo. The group is en- 
gaged in or relaxing from a very vigorous but status-y activity. 
In the background is a 1960 Thunderbird. The original version 
had a Rolls-Royce, but the cultural anthropologist suggested that 
this was too upward mobile for the upper-lower group. 

What’s wrong with this picture? Well, to start with, nothing 
was said about how well people like sassafras tea. We only 
discussed their image of the product. True, the problem was 
stated in such a way as to rule this out of discussion. Let me 
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suggest that ignoring consumer reactions to the specific product 
is an easy trap to fall into. To illustrate the seriousness of this 
trap I’ll quote a real case—that of the Edsel. That’s fair game for 
everyone; and since I had nothing to do with the research planning 
of the Edsel, I am free todiscuss it without revealing the confidence 
of a present or past client. 

Considerable research was done by Edsel’s marketing research 
department on the images of American cars and on studying what 
kind of an image should be projected for the Edsel. Incidentally, 
it turns out that his research played little or no role in any of the 
basic decisions about the Edsel, but that’s another story and one 
you can read about in a series of two excellent articles on the 
Edsel that appeared in the NEW YORKER about a year ago. Now, 
until a few months ago I had understood that prior to the actual 
introduction of the Edsel no research at all had been conducted on 
consumer reactions to its design. Well, it turns out that this is 
almost true, but not quite. In June, 1957, three months before the 
Edsel introduction, a survey was conducted by Columbia’s Bureau 
of Applied Social Research. In this survey people were shown 
sketches of the front and rear end of the Edsel. According to Dr. 
Lazarsfeld, the findings were definitely negative. One can cer- 
tainly question the probative value of any research that recom- 
mends developing a certain image for a product that just won’t 
support this image. It’s hard to develop much enthusiasm for a 
doctor who’s doing cosmetic surgery on a patient with a danger- 
ously inflamed appendix, no matter how pretty the patient looks 
with a new nose. 

Now, back to the motivational study of sassafras tea. People 
who have quarreled with this kind of approach have questioned 
matters that are really irrelevant to the kinds of decisions mar- 
keters have to make. For example, they may question whether the 
conclusions are based on a probability sample, whether one can 
state within given limits of error how many Americans view 
sassafras tea as being old-fashioned. While often valid, this kind 
of criticism is not too pertinent. The soundness of the premise— 
that people view sassafras tea as old-fashioned—is relatevely 
unimportant in view of the large inferential gap between the pre- 
mise and the conclusion that one should invest $2,375,845.59 ina 
campaign to promote the idea that it is a modern, masculine, 
invigorating beverage. The kind of consideration one needs here 
is whether 2 million odd dollars spent in such a campaign will 
yield a better return than if spent in some other way. 

In a sense it doesn’t matter whether the campaign theme was 
developed by motivational research, by an electronic digital com- 
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puter, or by a ouija board. The question is—how good, that is how 
productive is it? That’s not strictly true, of course. A plan of 
action supported by knowledge of how people behave certainly de- 
serves a greater claim than an abritrary action. But, while the 
kind of research we’ve been talking about can do much to establish 
the credentials of a general plan of action and support its plaus- 
ibility, one still needs the intermediate step of proving out the 
specific recommendations. 

True, the proper design of such tests calls for considerable 
ingenuity and resourcefulness. True, the results are sometimes 
inconclusive. Nevertheless, it is my feeling that they can often be 
carried out more simply than one would have thought, and that, at 
worst, the mental discipline of devising a test is a good way of 
forcing oneself to think through the meaning and consequesnces of 
a proposed course of action. Let’s see how we could measure the 
effectiveness of the proposed sassafras tea Life magazine promo- 
tion without regard to restrictions of time and budget. 

To start with I’d select two panels of households—a test panel 
and a control panel. According to the established rules of statis- 
tical witchcraft I should start out by selecting a set of families 
paired in some way-—let’s say each pair consists of two names, 
six names apart in the files of Life subscribers. For each pair 
I flip a coin—heads, the first name is assigned to the test group, 
the second to the control group; tails, the other way around. 

I use the word panel to designate a group of subjects that I will 
subject to various stimuli and whose reaction I will observe either 
continuously or at several different points of time. The essential 
point of a panel is that I should be able to observe the change in 
behavior or attitudes produced by a stimulus. In its simplest form 
the test would consist of including the proposed advertising in the 
copies of Life going to the test panel and withholding it from the 
control panel, The return on the advertising campaign is computed 
by comparing the per cent sales increases for the test control 
panel. Here, it is essential to be suitably precise, to consider 
carefully questions on sample size and design. In this connection, 
there is a growingly important school of modern statisticians, the 
Bayesian school, who believe that the customary testsof statistical 
significance are nonsense. They feel that sample size should be 
determined by what action you would have taken without a sample— 
by your prior estimate of the probable return on the various alter- 
natives. On the basis of these prior estimates they would deter- 
mine how much they should be willing to pay for a sample size, or 
for eliminating the risk of bias from the study design. In other 
words, they try to answer the question how much should you be 
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willing to pay for a true probability sample. It is my conviction 
that Bayesian statistics is more appropriate to business decision- 
making than the hypothesis testing approach currently favored by 
most statisticians. 

If I may be permitted a digression in the form of a public 
confession, I’d like to say that the most dramatic failure of my 
professional life as a marketing researcher has been the inability 
to convince anyone except statisticians of the advantages of using 
the panel method involving repeated measures on the same subject 
in order to measure changes in behavior and attitudes. Come to 
think of it, the people who won’t concede the desirability of using a 
panel approach always seem to be the ones who think you can’t 
really measure advertising effectiveness. I wonder if there is any 
connection, 

In Chart 1 each ‘‘x’’ represents a group of control subjects. 
Each small circle a group of test subjects. The third ‘‘x’’ from the 
left stands for a group of control subjects whose average sassafras 
tea consumption before the campaign was 4 cups a week; after the 
campaign average consumption changed to about 4.2 cups a week. 
The third small circle represents a test group whose average 
consumption increased from 4 cups a week before the campaign to 
about 9.2 cups a week after the campaign. Notice that to make up 
this chart I need pre- and post-campaign data for the same indi- 
viduals. Ture, it is less expensive to interview a different group 
before and after. I could do this and come up with a table like 
Table 1. But I’d be saving research money at the cost of informa- 
tion, First, in the obvious sense that the estimate of per cent 
increase in Table 1 has a higher standard error than that derived 
from Chart 1; the estimates are less reliable for the same sample 
size. Second, from Chart 1 yougetmore specific information. For 
example, you see that the campaign has produced a greater per 
cent increase among light drinkers than among heavy drinkers. 
Finally, by classifying subjects according to the amount of change 
it is possible to analyze out the effects of specific components of 
the promotion—you can get qualitative as well as quantitative 
information, 

To make this kind of qualitative analysis I need to know more 
about the panel members. In addition to the level of sassafras tea 
usuage for each subject, I want to know his specific beliefs about 
and attitude towards the product—his image of the product. Fur- 
ther, it might be useful to know the social class of each subject, 
his beverage consumption habits, his attitude towards life, whether 
he had a happy childhood, and so on. Just what I need to know 
depends on how much and what I want to learn from the analysis. 
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CHART 1. 
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TABLE 1 
Average Consumption 
(Cups per Week) 
Test Panel Control Panel 


Post-Campaign 10.5 
Pre-Campaign 7 7 
Percent Increase 50% 0% 
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How can the analysis answer such questions as: What aspects of 
the message were responsible for increasing sales—the modernity, 
the masculinity, the class appeal? 

Let me describe in rather schematic form how this is done, 
Please forgive the crudity of the presentation. All these things 
could be done in a more elegant, refined way. In the pre-campaign 
measurement, we had panel members express the extent of their 
agreement or disagreement with certain statements on a 7 point 
scale ranging from -3 for a disagree strongly through 0 for no 
opinion, to+3 for agree strongly. This was repeated in the post- 
campaign measure, 

The statements are: 


Sassafras tea is modern rather than old-fashioned 
Sassafras tea is a masculine rather than a feminine 
drink 

Sassafras tea is an appropriate drink for people in my 
social class 


The results are summarized in Table 2. 


TABLE 2 


Percent Agreeing 
with Statement TEST GROUP CONTROL GROUP 


After Before After Before 
Campaign Campaign Diff. Campaign Campaign 
35% 34% 1% 36% 35% 


18% 10% 8% 11% 11% 
28% 17% 11% 18% 17% 


Additional information could be obtained by drawing up charts 
similar to Chart 1. However, the tables are sufficient to point that 
the campaign did not successfully refute the belief that sassafras 
tea is old-fashioned. On the other hand, it did convince some 
people that the product is masculine and that it is socially appro- 
priate for them. 

The next question is: Did the improved attitude of the mascu- 
linity of sassafras tea and its correct social position cause people 
to drink more tea? If we want to use the available evidence to 
answer this question Table 2 does not give us enough information, 
We need to know which people changed their beliefs about mascu- 
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linity and social appropriateness in order to relate these changes 
to changes in usage. To this end we have examine charts 2 and 3, 
In this analysis we can ignore the control group. In Chart 2 the 
horizontal line is used to measure the change in the level of agree- 
ment with the statement sassafras tea is masculine. The first 
circle to the left represents a group whose opinion was unchanged 
by the campaign. The circle on the extreme right represents the 
groups that swung over from disagreeing very strongly to agreeing 
with it very strongly. Let me stress that we are concerned here 
with changes in agreement level rather than with any absolute 
measures, The vertical axis measures changes in consumption 
levels. The group whose agreement level did not change at all— 
represented by the first circle on the left—increased their con- 
sumption by .2 cups a week on the average. The group whose 
opinion changed radically, represented by the circle onthe extreme 
right, increased their consumption by 1 cup per week. 

Chart 2 tells us unequivocally that the masculinity of tea had 
no effect on the increased consumption. There was no more in- 
creased consumption among people who were convinced. On the 
other hand, Chart 3 leaves open the possibility that the correct 
social positioning of tea had an effect on increasing sales. On the 
basis of this data one might equally well infer that greater accept- 
ance of the product produces the belief that it is socially correct. 
To settle the question of the direction of causality definitely it is 
necessary to expand the experiment by including a panel receiving 
advertising without a social class angle. The difference in in- 
creased consumption between this panel and the social class panel 
measures the effect of the social class message. 

This kind of research has probative value. It provides a basis 
for calculating the sales and profit return associated with a specific 
course of action. Furthermore, it enables you to learn something 
from experience by analyzing out the effect of the various compon- 
ents of the action. It has been my experience that you always 
learn more from an analysis of this kind than you started to learn, 
As soon as you start looking analytically at some aspect of the 
communication process—no matter how limited—serendipity starts 
working for you. 

I don’t want to minimize the difficulties involved in this ap- 
proach, Many of the obvious difficulties canbe overcome by minor 
modifications. I’d like to quote a philosophical friend of mine: 
‘*People generally worry about the wrong things,’’ 

The important difficulties in measuring advertising are not the 
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CHART 2. Change in Consumption Related to 
Change in Belief About Masculinity 
of Product 
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CHART 3. Change in Consumption Related to 
Change in Belief About Social 
Appropriateness of Product 
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ones people generally bring up. Overcoming them is one of the 
exciting opportunities in the modern analytical approach to business 
problems. The key methods here involve not going more deeply 
into consumers’ motivations but making the right kind of simpli- 
fying assumptions about their aggregate behavior. 

The moral of this is that successful marketing demands all the 
imagination and insight that can be brought to bear on understand- 
ing consumer motivations. However, without probative research, 
management is at the mercy of the most plausible suggestion. 
Furthermore, what’s even sadder, there’s no way out because with- 
out probative research you can’t learn from experience or what’s 
worse, you may learn the wrong things. 
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COORDINATION THROUGH 
MARKETING RESEARCH 


D. Attitude Research 
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60. INTRODUCTION TO 
ATTITUDE RESEARCH AND 
MANAGEMENT DECISIONS 


Leslie A. Beldo* 


OHN MALONEY remarked, ‘‘The techniques of attitude scaling 
J are thoroughly and competently described in scale manuals and 
a vast body of excellent professional literature. It’s there for the 
reading.’’ Thus, the panel came to the accord that a researcher 
can develop, adapt or borrow an attitude scaling technique for his 
problem at hand. But the problem of the day in attitude research 
that grounds our cause of aiding decisions, we believe, is the mis- 
use of well-developed scaling techniques by faulty definition of at- 
titudes and misinterpretation of attitude measurements, 

Our objective is to talk about what few certainties there are in 
attitude research, to explore the great unknown masses of mean- 
ing and, on occasion, to indulge in a few polemics, as we discuss: 
a definition of attitudes, their meaning and interpretation, their 
measurement, their predictiveness with respect to behavior, and 
their potential contribution to advertising and marketing decisions, 

It is the belief of the panel that: 


1, There may be very little authentic attitude measure- 
ment in advertising and marketing, but a great deal of 
quasi-attitude measurement. 


Most advertising and marketing decisions are made 
from survey information, from historical data, sales 
particularly, and from product and marketing tests, 
preferences, and opinions, but not attitudes. 


Many management meetings are wasted on quasi-atti- 
tude research. No decisions but only frustration and 
fulmination and maybe the question, ‘‘Who wanted this 
consumer image study anyhow?”’ results, 


*Leslie A. Beldo, Market Facts, Incorporated. 
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On a more positive note, consumer attitudes are po- 
tentially one of the most exciting, most valuable and 
most overlooked subjects for market research: 


They are cause, not effect. 
They look to the future; they aren’t history. 
They are dynamic, not dead and gone, 


The limited universe of true attitude research has two causes, 
The first is a research predilection for numbers, methods, sys- 
tems, operations and ornate formulas rather than abstract vari- 
ables, complex meanings and probabilistic interpretations. The 
second is a management predilection for the ostensive—sales, 
consumer preference tests, data concretely translatable into ac- 
tions and decisions, 

The refrain of Management-Research conflict has been well 
fiddled before, often with a throbbing of research intrapunitive- 
ness (It’s my fault, chief), or among the more confident research- 
ers, a bipunitiveness (It’s both our faults). 

I’d like to add a couple of notes to this old obligato, since 
we’re concerning ourselves here with attitude research and man- 
agement decisions to the extent of equal billing. 

Research and management are inevitably at other poles: 


Management Demands: Research Offers: 


Simplicity (Can’t you just Complexity (The variability of 
ask ‘‘yes’’ or ‘‘no’’?) response indicates. . .) 


Certainty (It is or it isn’t) Probability (Maybe) 


Immediacy (Now) Futurity (It appears that by the 
end of the year. . .) 


Concreteness (Aren’t we Abstraction (Our exponential 
Number 1 yet?) gain indeed appears favorable) 


The problem of Management and Research is further aggra- 
vated by the daily conversations of other gentlemenin the corpora- 
tion who precede research in the front office parade. 

A production man walks in to present his case to the president: 
‘‘Sir, the new applejack bottling automator costs have just come 
in. The unit will come to $400,000 installed, and that includes 
tearing down your new office for installation room and moving you 
and your staff to the east wing. However, sir, we can save one- 
fifth of a cent on the cost of each bottle of applejack. 
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‘‘With 100 million unit sales per year, that’s $200,000 cost 
saving the first year. Marketing research tells us that the auto- 
mated process somehow imparts a noticeable flavor improvement 
to our applejack. The Sales Manager expects another million sale 
units at our normal net profit, so that’s another $50,000. At an- 
nual savings and profits of $250,000 the first year, the machine 
will pay for itself in less than two years.’’ And so on, 

The real estate man walks in next. ‘‘Buy an extra section of 
apple orchards in California. Save on costs, High quality apples. 
Higher juice yield. More sales. More profits.’’ Then, the finance 
man, ‘‘Stock split. New tax loophole. Apple tree depletion. 
Costs. Sales. Profits.’’ 

After this sweet overture, guess who comes in next? Our 
researcher, just as the president is about to decide to spend 
$2,000,000 in the next two years to make $3,000,000 in the next 
two years. He’s almost over the irritation of moving his office. 

I don’t think we have to pursue this hypothetical dialogue any 
further. It’s safe to assume that a researcher would not say any- 
thing like this: ‘‘Sir, the cost of creating 1000 units of net con- 
sumer predisposition to buy our applejack in the newly opened 
Eastern region will be $500. That’s using Theme X with the 
agency’s recommended media schedule. 

‘‘With complete distribution and the competitive advantage of 
our price discount for the first five months. . .costs will be___. 
Sales will be___. Profits will be___. We recommend creating 
this consumer attitude toward our product.’’ 

Attitude researchers may have to make a choice if they want to 
march in the Cost/Sales/Profits procession and speak the lan- 
guage of Management, 


1. Reduce attitude measurement to simple consumer 
choices and preferences, Translate them into sales, 
with all the perils of fallible forecasting and inevitable 
sawing of that old recrimination: Research can’t tell 
what people will do, only what they’ve done. 


Improve our definition of attitudes and attitude meas- 
urement, isolate and measure relevant attitudes. Vali- 
date measurements against market occurrence and 
consumer behavior. Develop interpretations and rec- 
ommendations that may never be precise to dollar 
decimals, but can offer a direction, if not a degree, 
for decision, 
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I don’t think much of the first choice and would prefer to call 
the second an imperative, starting here with a definition of atti- 
tudes that will be amplified and illustrated by this panel. 


Definition of Attitudes 


The classical words from the excellent professional literature, 
from books like Krech and Crutchfield’s,! define attitudes with a 
combination of traditionalism and dynamics. The abundance of 
great professional literature on attitudes and its meager transfer 
to marketing research, suggest a little paradox when you consider 
the popularity of certain applied mythologies in some motivation 
research, which have little of relevant substance in the profes- 
sional literature. (Relevant, here, is supposed to exclude psy- 
choanalytic literature.) 

In a way, Attitude Research is a mistake in commercial ap- 
pellation. A title like Modern Behavioral Dynamics, some esoteric 
language and a lore of pansexuality might have made it a sure 
addition to the old bag of standard nostrums and abracadabra. 

Classically, attitudes are abstractions, inferences from ob- 
servable behavior, verbal expressions and other symptoms of 
behavior in readiness. An attitude is a predisposition to behave 
positively, negatively or almost indifferently toward a given ob- 
ject, event, situation, person or group of persons, 

The attitude bearer may have an aggressive attitude toward 
you, expressed obliquely by innuendos, directly by caustic re- 
marks, or physically by a punch in the nose or completely re- 
pressed if you are stronger, his superior, and so on, when atti- 
tudes of deference or survival transcend and attitude of aggression. 

The important words in the definition of attitudes are: predis- 
position, behavior, and object. Without a predisposition there can 
be no continuity or consistency of behavior toward a specific ob- 
ject, as Krech and Crutchfield so succinctly put it. Clearly, atti- 
tudes are not numbers or scale scores, a set of operations and 
calculations, a polynomial equation, a residual of meaning (What’s 
left over after the visible, the touchable, the concrete have been 
screened out), or a timorous euphemism for motivation. 

The classic crystalline definition of attitudes will shatter at 
high frequency criticism. It’s too general, almost pat, to include 
all the exceptions, the circularity, the interactions, the effects of 


1, Theory and Problems of Social Psychology, Krech and Crutchfield, Mc- 
Graw-Hill Book Co., Inc., New York, 1948, 
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qualities of attitudes, qualities of behavior and qualities of ob- 
jects, the specificity and generality of attitudes, their continual 
evolution and hierarchical structure. 

But for all the qualifications, predispositions are vastly more 
helpful to attitude measurement and prediction of behavior than 
the barren operationism of ‘‘Attitudes are what attitude scales 
measure,’’ or the a priori, ‘‘This is the attitude and I’m going to 
measure it.’’ A definition of attitudes must be multiplied by its 
psychic components, the cognitive and the affective. If that leaves 
you in psychological limbo, attitudes are a summation of: 


1. Knowledge and understanding of the object (the cogni- 
tive). He knows and understands this object 
Very much 
Partially 
Not at all 


Motivations (the affective) 
He wants this object 
At any price 
Possibly at this price 
Not at all 


Perception 

He sees this object 
Clearly, as it really is 
Distortedly, as he thinks it is 


We could go on forever describing motivation by its psychic 
elements; perception by its elements and each sub-element by its 
components. A component of motivation, by the way, is attitude, 
here an independent variable in its endless role-playing. Psy- 
chological definition of interacting variables can be the beginning 
of seeming chaos, 

Attitudes must be defined in quantities as well as qualities. 
The quantification of attitudes should never depart from the two 
great statistical axioms of contemporary psychology, the continuity 
and variability of psychological phenomena. 

Market research tends to adapt attitude data to categories of 
‘it’s there,’’ ‘‘it’s not there,’’ ‘‘it’s important,’’ ‘‘it’s not impor- 
tant,’’ ‘‘it’s strong,’’ ‘‘it’s weak.’’ Variation and continuity dis- 
appear into unnatural dichotomies. For measurement, under- 
Standing and prediction, attitudes should be rendered in degrees, 
by a frequency distribution, rather than discrete counts in a four- 
fold table. Attitudes should be measured, not enumerated. As the 
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definition of attitudes gets more involved, we add the notion that 
attitudes are not measured as entities in themselves, just as we 
don’t measure people, only their heights, weights, intelligence or 
other specific traits. 

Attitudes are measured by specific characteristics or com- 
binations of characteristics, with measurements appropriate to 
variation and continuity: 


1. Intensity is one of the most important characteristics, 
or sub-variables of attitudes. An attitude may vary 
from an intensity beyond the threshhold of behavior, 
almost waiting for the specific object or any object to 
come along. 


An aggressive attitude at the height of intensity may 
emerge in a variety of behaviors toward a variety of 
objects. Swearing at the neighbor’s kids, watching 
cathartic TV shows of hostility and aggression, and so 
on. 


Direction of an attitude is a major dimension. An at- 
titude may emerge into behavior toward or against an 
object. An attitude denotes ‘‘pro-ness’’ or ‘‘con- 
ness,’’ For it or against it. In consumer research, 
pro-ness is far more common in product and adver- 
tising research than con-ness. Consumers don’t fling 
products off supermarket shelves or organize product 
investigating committees. No products are noxious 
and some are at least mediocre, and no one is much 
against that. Or, a class of brands may all be excep- 
tionally good to the point of non-differential attitudes. 
All brands are good and none is much better than 
another. 


The commonly observed degrees of pro-ness in con- 
sumer research suggest measuring intensity of atti- 
tudes toward products by elimination of the negative 
side of an attitude scale and extending the positive 
side to include the most extreme statements, like 
‘‘wildly enthusiastic,’’ or ‘‘superlatively good.’’ 


Modifiability is one of the rarer attitude dimensions in 
consumer research, yet potentially one of the most 
significant for marketing and advertising direction. 


If an attitude is intense, can it be abated, or re-di- 
rected? Can incipient attitudes be accelerated and 


| XUM 
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intensified? Can indifference be converted to pro- 
ness? Can an attitude toward an established brand be 
weakened by a competitor? 


Other sub-dimensions of an attitude are saliency (an attitude at 
the apex of a hierarchy of attitudes, so foremost that it asserts 
itself to open-end questions), 

Attitudes may vary from simple specificity to great complexity. 
An attitude toward symphony attendance seems rather simple, You 
go or you stay home. You like symphony or you don’t. But the 
predisposition to attend a concert is an almost enigmatic mixture 
of: 


Attitude toward the orchestra 
Attitude toward the conductor 
Attitude toward the programming 
Attitude toward the audience 
Attitude toward culture 

Attitude toward self concept, etc. 
Attitude toward social position 
Attitude toward family 


An one of these sub-attitudes can determine symphony attend- 
ance, in varied combinations with other attitudes. A man may 
barely tolerate classical music, doubt the conductor’s hetero- 
sexuality, yet attend symphony out of deference to, or at the in- 
timidation of, his wife. 


Attitude Measurement 


If attitudes haven’t been defined away by now, there should be 
something left for measurement and scaling. It’s not our purpose 
to discuss the techniques of attitude measurement in detail. In 
fact, a well defined attitude should be amenable to reliable meas- 
urement by any one of the many techniques available. It may be 
that different attitude scales will vary in results when you’re 
measuring nothing, an attitude that isn’t there until it’s put there 
by the scale. The scales may be consistent, however, when an at- 
titude really exists. 

Product attitudes can be measured by the semantic differential: 
You can measure a predisposition to buy a brand of bourbon with 
seven point scales. But, you could adapt the simpler Bogardus 
technique and get the same results (admit to country. . .marry a 
member of my family), Here’s how it would go: 


= 
XUM 
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Brand of Bourbon: 
. --Never touch the stuff 
-Buy it if nothing else is available 


1 
2. 
3 
4 
5. 
6 
7 


sInsist on it 
. ++Serve it to my boss 


Experimental Design in Attitude Research 


After the choice of attitude scales, attitude measurement grows 
complex at an accelerating rate as we depart from the notion of 
‘‘other things being equal.’’ 


1. The hierarchy of attitude has already been mentioned. 
Day by day, attitudes can shift position. One attitude 
may be dictator in the morning, only to be deposed in 
the afternoon by a subordinate. Pure attitudes are the 
subject of measurement, but behavior is determined 
by net predispositions, the final resolutions of vec- 
torial attitudes. We measure one attitude, but be- 
havior may be influenced or resolved by a half dozen 
others. 


He has an aggressive attitude, but he also has a defer- 
ential attitude, an attitude to survival, a conforming 
attitude. What do we measure. How do we determine 
the net attitude? 


. Attitudes are not only confounded by conflicting and 
allied attributes, but measurement itself adds the con- 
fusion of living-room attitudes, the desire to be com- 
pliant, to appear rational and intelligent (‘‘Yes, I know 
Laos. Lovely dancing girls. Wonderful place to vaca- 
tion.’’) general levels of suggestibility, optimism and 
obstinacy. 


Modern multivariate experimental designs that assume sug- 
gestibility and respondentmanship in all its inevitable and fatuous 
forms are as important as attitude measures for some of these 
problems. Attitude research should proceed, not with an hour of 
unrelated questions, whose answers are desperately related by 
cross-tabulation, but with experimental controls and self-contain- 
ment that add meaning and interpretation to otherwise confusing 
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numbers. Probably the most common design, or sometimes a 
study without design, is product or concept testing with a sample 
of presumed prospects and solicitation of preference ratings and 
purchase intent. 

Previous tests of similar products or known market failures 
and successes add an implicit element of experimental design and 
control. But without historical standards, studies can be distorted 
and lead to misinterpretation by: over-exposure of product con- 
cepts, including ‘‘training’’ in product usage, taste, adaptation, 
etc; respondent confusion, indifference or indiscrimination; in- 
terviewer bias; and limited sample of product executions, 

An ideal new product experimental design might look some- 
thing like this, a design with an obvious disregard for costs: 


Use of Known Test Use of 
Market Failure in Known Test 
Product Category Market Successes 


Use of 
Product X 


Non- Non- Non- 
Prospects Prospects Prospects Prospects Prospects Prospects 
A1BiC: Az Bz Cz, A:BiC: Az Bz Cz A:BiC: Az Bz 


1 week 
usage X X X 

Att. meas. 
2 weeks a = cM —— Replicated 
3 weeks X X (Group A; uses Product X for one week, fol- 
; Att. meas. lowed by attitude measurement. Group B; uses 
N weeks ».4 Product X for three weeks followed by attitude 

Att. meas. measurement, etc.) 


Designs like this can be replicated with varied product quali- 
ties (different form, different ingredients, etc.) to sample and 
measure the great hidden variables of product execution or with 
consumer needs ‘‘varied’’ by experimental consumer ‘‘training,’’ 
information or education. 

An ideal experimental design should introduce controlled varia- 
tion of significant variables and self-containment, for definitive 
answers, The significant variables of a new product study that 
affect attitude formation may be: time, or quantity of exposure, 
sample groups (independently defined prospects, non-prospects, 
etc.), product quality, salient product attributes, product execu- 
tion, and present consumer needs, 

Usage tests of completely new products without ready markets 
or established consumer needs are in some degree measurements 
of product attitudes or predispositions to buy. Test product usage 
and exposure to verbal concepts is essentially a market simulation 
to measure product attitudes and likelihood of direction and in- 
tensity under actual marketing conditions. 


= 
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Overlooking some of the logical inconsistencies and practical 
problems of product variation, we believe the advantages of wide- 
ranging experimental design are mainly in the measurement of 
modifiability, direction and intensity of product attitudes, with 
controlled variation of the product, the market, the consumer and 
exposure time. 

To reduce what may seem sheer academicism to a practicality 
for today, we might say that experimental design in attitude re- 
search can increase the chances of developing a product with the 
most likelihood of market success, or reduce the odds of fore- 
casting success for a product failure by accommodating the mul- 
tiple variables that produce consumer attitudes. 

Although the professional literature defines the problems of 
scaling attitudes, surprisingly little space is given to what should 
be just as important to measurement and prediction—scaling be- 
havior. We tend to be overly categorical about behavior. It hap- 
pened or it didn’t happen. She bought the product or she didn’t buy 
it. For sensitive measurements with continuity and variation, be- 
havior should be scaled as precisely as attitudes, by intensity, 
complexity and direction. Behavior, by definition, is an attitude 
turned inside out. Analogy alone seems to be a sufficient reason 
for scaling behavior, but the definitive argument comes from the 
need for prediction of degrees and probability of behavior. Pre- 
dicting all or nothing for a continuous phenomenon is inaccurate 
and irrelevant. 

Buying behavior is categorical, it might be argued. The cus- 
tomer buys or doesn’t buy. But behavior of the moment is too 
susceptible to other causes to consider prediction of a discrete 
purchase sensible. Cumulative buying behavior should be sealed 
over time, within the universe of happenstance and peculiarity. 

A predisposition should be allowed time to emerge. A single 
purchase is discrete, but cumulative buying behavior can be 
gradated: 


A brand is purchased ten times out of ten purchases in 
the product category (intense buying behavior) 


A brand is purchased five times out of ten opportunities 
A brand is purchased once 
A brand is purchased zero times 

The gradation can be continued: 


Pre-buying behavior 
The brand is noticed on the shelf. 


ATTITUDE RESEARCH & MARKETING DECISIONS 593 


It is priced and compared. 
Its advertising is read. 
It is consumed outside of the home. 


Verbal behavior 
The brand is talked about, criticized, praised, etc. 


Indifference 
Awareness but no comment, no prepurchase behavior. 


For each class of gradation the frequency of consumers could 
be counted and a frequency distribution described with continuity 
and variation. 

The object of an attitude should be scaled as well as attitudes 
and behavior, particularly for intensity and complexity. A product 
may be scaled for price or quality or complexity and, as with at- 
titudes and behavior, described in some kind of frequency distri- 
bution, 


Prediction From Attitude Research 


Prediction of behavior from attitude measurement should be the 
goal of everyone in research and is a purpose expressed in every 
psychological text. Yet the dominance of scaling and technique in 
the literature suggests that prediction is more a verbal desire 
than a practical reality. 

The prediction of consumer purchasing behavior from attitudes 
should take into account these considerations, among others: 


1. Measurement of net attitude or net predisposition. 
Attitudes come in complexes that may be modified, 
inhibited or intensified by each other and by conditions 
of the moment. A housewife may scale 90/100 on 
favorable predisposition toward one product, but 
100/100 toward a competitive product. A woman may 
scale 100/100 on predisposition to buy a mink stole, 
200/100 on an attitude of conformity in a neighborhood 
where wearing a mink stole is deviant class behavior, 
or the other way around, if you like. 


Scaling attitudes, scaling objects and scaling behavior 
for description in frequency distributions help set up 
certain axioms and models for prediction. 


= 
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Intensity of Desirability of Intensity of 
attitude object behavior 


Assuming continuity and normality of distribution, we 
propose these axioms of prediction: 


The more intense the attitude, the more likely the 
behavior, 

The more desirable the object, the more likely the 
behavior. 

The more intense the attitude (male amorousness) 
and the more desirable the object (beautiful 
blonde), the more intense the behavior, 

Converse axioms. 


Summary 


Attitudes are predispositions to action or behavior, a psychic 
summation of knowledge and understanding, emotions, motivations 
and intentions, Attitude scaling or measurement should be applied 
in the context of the meanings of an attitude. The concept is more 
important than technique. 

Prediction of buying behavior from attitudes has been rather 
neglected despite the principles of continuity and variation and the 
theory and techniques of experimental design. 

Attitudes, because they are latent behavior, are potentially 
significant measures and predictors for aiding management deci- 
sions in marketing and advertising. 
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61. MARKETING DECISIONS 
AND ATTITUDE RESEARCH 


John C. Maloney* 


A framework marketing men can use to understand the re- 
lationship of consumer attitudes to the marketing process 
which focuses on twelve different types of attitudes is pre- 
sented. These twelve "modes of evaluating" brands of 
products provide direction to marketing planning, direction 
toward the consumer's way of looking at things, emphasis 
on both factual and motivational aspects of attitudes, and 
makes sense as well. 


S has been so aptly pointed out, all attitudes have both cognitive 
and motivational properties; with both such properties taken 
together, attitudes represent a person’s overall predisposition to 
react toward a given thing in a given way. Thus, consumer atti- 
tudes toward products or brands depend upon people’s awareness 
and knowledge of products and brands; but more than that, consu- 
mer attitudes represent the way that consumers feel toward prod- 
ucts and brands. Such attitudes, then, are combinations of consu- 
mers’ expectations of what it would be like to buy, use, or have 
used a product or brand plus these consumers’ feelings about how 
such experience with the product or brand would relate to their 
needs, goals, or desires. Hence, any predisposition to buy (or 
disinclination to buy) a product or brand is an attitude! 

Since the major objective of marketing is to predispose people 
to buy what must be sold, one would think that consumer attitude 
research would dominate the marketing decision making process, 
It seldom does. There are several reasons why it seldom does, 
not the least of which is researchers’ attitudes toward attitude 
research, 


*John C. Maloney, Manager, Research Development, Leo Burnett Company, Inc. 
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Technique Orientation—One Impediment 
to Effective Attitude Research 


This panel was originally set up to discuss attitude scaling. How- 
ever, we are not going to say too much about scaling. As research- 
ers, we are too inclined to ‘‘learn more and more about less and 
less.’? We get much too concerned about techniques. 

Most of the so-called attitude scales which we hear about in the 
marketing research context today are not attitude scales at all; 
they do not measure attitudes, and they are not scales, They are 
cute ways of asking questions about people’s opinions or beliefs— 
opinions or beliefs which seldom have much to do whith predis- 
positions to buy. Attitude research seems to have become a ques- 
tion-asking specialty which has lost sight of its purpose. 

Several weeks ago, I heard a paper on attitude research 
presented at a convention for psychologists, This paper was 
organized with the standard sections for background, purposes, 
procedure, results and conclusions, When the author came to the 
‘‘Purposes’’ section, he said, with a perfectly straight face, ‘‘The 
procedure used here provided the study with two purposes.’’ This 
comment hit home to me as a perfect example of the worst kind of 
folly in applied research. This fellow’s research orientation 
was obviously that of procedures in search of purposes. 

Even the scaling purist who does measure at least one of the 
many dimensions of attitude, and who does insist on empirical 
development of scales which are scales with known reliabilities, 
often misses the target. Lee Adler put this problem very nicely in 
a recent Harvard Business Review article entitled, ‘‘Phasing 
Research into the Marketing Plan.’’ He pointed out that one of the 
reasons that marketing research is so commonly out of phase with 
the marketing plan is the fact that the boys in the ‘‘slide rule 
brigade’’ are inclined to ‘‘play the spotlight on methods, leaving the 
problems themselves in the dark.’’ Or, as Robert Merton has put 
it, the research technician ‘‘raises aloft the standards of affirming 
the adequacy of empirical data at any price, even at the price of 
surrendering the problem which first led to the inquiry.”’ 

The irony of our recurring love affairs with first one scaling 
method and then another is that it doesn’t really seem to make 
much difference which scalling method we use. No attitude scale 
is worth its salt unless we know that it is reasonably reliable, 
valid, and sensitive for the purposes for which we are using it. If 
we have these assurances about any set of items or questions, we 
are in business. This conclusion was drawn after serious and 
careful study by the prominent Yale psychologist, Robert Abelson. 


i 
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Abelson reported his findings to the American Statistical Soci- 
ety two years ago last December. The following is a quotation 
from his address, entitled ‘‘Purposes of Scaling Techniques and 
Choice Among Them’’: ‘‘In most applications of psychological 
scaling techniques to objects other than people, the results are 
monumentally indifferent to the choice of scaling method. For 
most purposes, the choice of method should be made in terms of 
convenience,”’ 

Abelson, in his talk, stressed the importance of the purposes of 
attitude research and commented: ‘‘When looking for functional 
relationships, one wants to choose the scaling methods yielding the 
neatest relationships. When testing models, one of course uses 
methods appropriate to test the particular model at hand.’’ 

As Abelson implies, the important impediments to successful 
attitude research are not related to the limitations of one scaling 
technique as compared to another. The problem is not one of 
knowing too little about consumer attitude scaling. The problem is 
one of knowing too little about consumer attitudes and how they 
relate to the marketing process. 


The Communications Gap Between 
Researcher and Decision Maker 


Virtually any applied research textbook points out that the most 
important phases of a research project come before and after the 
data gathering stage—when the research problem is defined, and 
when the research findings are interpreted. Itis precisely in these 
areas, however, where so much attitude research falls apart. 
Researchers so often abandon their marketing colleagues at those 
points in the marketing research process where they are needed 
most—to decide which attitudes to study, and to uncover the speci- 
fic implications of attitude research findings for decision making. 
As a result the majority of consumer attitude studies seem to 
produce nothing more than random bits and pieces of isolated and 
often useless data. 

I have seen these communications problems between research- 
ers and marketing decision makers hamstring attitude research 
(and other marketing research) so often that I have done some 
informal attitude research of my own on both sides of the fence. 
I have talked with a lot of researchers whose attitude research has 
been misused, misunderstood or ignored altogether. I have asked 
them why they think their research had so little effect. Here are 
some of the answers. Iam sure they will sound familiar: ‘‘They 
never call us into the problem soon enough. Things are all cut 
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and dried before we get into the act.’’ ‘‘They never give us 
enough time to do a good job. They don’t understand that it takes 
time to construct good attitude scales.’’ ‘‘They don’t trust us, 
They think they are the only ones that should ever have an original 
idea.’’ ‘‘If they don’t give us the right problems or know how to 
use the results, that is their problem. They get paid to make 
decisions. I provide the facts. The decision-making is up to them,”’ 

In talking with marketing decision makers who have found 
attitude research ineffective, we hear these opinions about attitude 
researchers: ‘‘I’ve given up on those guys. I ask a simple ques- 
tion and all of a sudden there are six guys in my Office telling 
me why they can’t answer it.’’ ‘‘I can never understand what the 
damned research really means. I get a thick report full of ‘ifs, 
ands, or buts,’ but they never tell me what I want to know. They 
can dodge some of these questions about what makes people buy our 
product, but I can’t.’’ ‘*‘Those guys don’t know any more about 
attitudes than I do. To them an attitude is just something you 
measure with a ‘ceramic differential’ or whatever you call it, 
What I need to know is what our advertising and our salesmen 
should say to prospects to make them buy.”’ 

Perhaps the most devastating criticism of attitude researchers 
that I’ve run across is this one: ‘*These guys are a big help if you 
want to know what people are thinking, and how things are now, 
They can describe the status quo pretty well, but my job is to 
change the status quo. For that you need imagination and creativ- 
ity, and I’ve never seen anybody with lessimagination or creativity 
than our researchers,’’ 

It has finally become very apparent tome that the main problem 
of consumer attitude research is the simple fact that researchers 
and marketing planners do not talk the same language. They often 
have totally different points of view about what attitudes are or 
how consumer attitudes relate to the marketing process, 


Some Emerging Generalizations About 
Consumer Attitudes and Attitude Research 


I have sought a way to glue together the tidbits of knowledge 
about consumer attitudes. I have tried to find a framework for 
viewing consumer attitudes that will make sense to both research- 
ers and marketing decision makers, so that they and all other 
members of a marketing team can think alike and work together on 
on problems of attude research. 

I have looked for the emerging generalizations about consumer 
attitude formation. A number of important generalizations have 
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emerged. Consideration of a number of these generalizations can 
lead us to a meaningful framework for consumer attitudes and 
attitude research, 

1. Attitudes are created, reinforced, or changed gradually. We 
know that no single piece of the overall marketing effort—no single 
advertisement, no single exposure to a package, no single exposure 
to a promotion scheme—is apt to make people aware of, interested 
in, and predisposed to buy a product all at once. It is the cumula- 
tive effect of many such marketing efforts which creates the 
ultimate predisposition to buy. 

Time does not permit me to dwell on this generalization at 
length, but I believe that its validity is evident to all concerned. If 
you want to examine this notion in greater detail, I would recom- 
mend the works of Lazarsfeld and Katz in their book, Personal 
Influence, the research reports of the rural sociologists Bohlen 
and Beal, or the recent article in the Journal of Marketing by 
Lavidge and Steiner, ‘‘A Model for Predictive Measurements of 
Advertising Effectiveness,’’ 

2. Attitudes are best created, reinforced or changed by con- 
sistent focus upon a few well defined attitudes, Everything we 
know about the communications process tells us that we cannot 
successfully communicate too many different concepts about the 
things which we have to sell at any one time. Our ad headlines, 
major graphics, and copy must say the same things to people. 
Different ads in a campaign must be enough alike that, with repeti- 
tion, people need not ‘‘start all over again’’ to understand them or 
believe their message. People should be able to pick up a new ad 
and ‘‘find their place’’ if they had lost it in earlier ads. Similarly, 
packages, product names, formulations and promotions must be 
supportive of each other. 

Everything we know about learning, memory, and attitude for- 
mation generally tells us that the cumulative effect of successive 
selling messages depends upon a consistency from message to 
message, not a consistency with regard to many different selling 
ideas, but consistency with regard to one or very few ideas or 
basic attitudes, This notion should seem familiar to attitude re- 
searchers, It might be viewed as an extension of Louis Guttman’s 
concept of unidimensionality. Just as Guttman pointed out that ef- 
ficient scaling procedure calls for the measurement of one attitude 
at a time, it seems reasonable to expect that the one-at-a-time 
approach is also the best way to reiniorce, create or change 
attitudes. This notion should not seem strange to the marketing 
planner. He knows that he is aptto get but very little space for his 
product in consumers’ ‘‘top of the mind consciousness,’’ and that 


600 EFFECTIVE MARKETING COORDINATION 


he must therefore use that space efficiently. He has for years 
paid lip service to such ideas as ‘‘one basic selling idea,’’ ‘‘unique 
selling proposition,’’ a single ‘‘consumer demand image,’’ and so 
on, 

3. Selection of a few, well defined attitudes to be consistently 
focused upon requires a classification of CONSUMER attitudes, 
Few marketers would argue that the marketing effort need not 
‘thang together.’’ Furthermore, it seems clear that the ‘‘hanging 
together’? must be achieved by consistency of focus upon specific 
attitudes toward the product to be sold. Too often, however, the 
marketing plan is made to hang together interms of the marketer’s 
attitudes toward selling the product, rather than the consumer’s 
attitudes toward buying, using, or having used the product. Thus, 
the marketer sees a consistency in his ‘‘Seaside Campaign’’ be- 
cause all of his ads and packages focus upon interesting graphic 
treatments of seaside scenes which he feels are a clever approach 
to selling. Such a campaign may be completely lacking in consist- 
ency to the consumer if one exposure to the ‘‘Seaside Campaign’’ 
talks to his potential attitudes toward the price of the product; the 
next talks to his potential attitudes toward the prestige value of the 
product; the next talks to his potential attitudes toward the comfort, 
taste or smell of the product, and soon, In other words, the highly 
touted notions of ‘‘basic selling idea,’’ ‘‘unique selling proposi- 
tion,’’ ‘‘consumer demand image’’ or ‘‘singular promise of con- 
sumer benefit,’’ must be basic, unique, demand-inducing, or singu- 
lar in terms of consumer attitudes—not marketer’s attitudes. 

The problem here, of course, is to know which consumer atti- 
tudes do go together to comprise discrete types of attitudes. As 
some psychologists would say, we want to be able to put together 
consumer attitudes which are apt to belong to the same attitude 
‘‘constellation.’’? We must know which specific attitudes are parts 
of the same general attitude. To put the problem in statistical 
terms, we want to build a matrix of fairly discrete attitude types, 
each of which would be most reproduceable, correlate most highly 
with each other, or have similar factor loadings ona factor 
analysis. 

4. Many different kinds of expectations and appeals are needed 
to classify consumer attitudes. Any attempt to isolate the specific 
kinds of consumer attitudes which ‘‘go together’’ must take into 
account many different kinds of expectations which consumers 
might have concerning a product. By the same token, many differ- 
ent kinds of basic motivational appeals, or ‘‘good for me’’—‘‘bad 
for me’’ feelings must be taken into account, 

A lot of notions have been bandied about by the various propon- 
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ents of motivation research and perception research as to which 
kinds of expectations and which appeals are most important for 
predisposing people to buy products. None of these notions seems 
completely adequate; none seems completely wrong. If we try, we 
can find the most useful elements in a number of diverse doctrines 
or theories about the ‘‘basic motivational appeals’’ of products or 
crucial ‘‘expectations of experience with products’’ and combine 
them into a harmonious whole. 


Basic Motivational Appeals. 


Many different schemes have been offered for classifying 
people’s feelings, motives, or the kinds of appeals which one might 
use to create, change or reinforce attitudes. Some psychologists 
propose a twenty-way classification; some propose a six-way 
scheme; others espouse a popular three-way classification, and so 
on, The minimal classification of motivational appeals for mar- 
keting decision making would seem to be this one: 


A—Rational Appeals (Strict Presentation of Factual Infor- 
mation) 


B—Sensory Appeals (Promise of Taste Good, Smell Good, 
Feel Good, and Related Rewards) 


C—Social Appeals (Promise of Prestige, Love, Accept- 
ance, and Related Rewards) 


D—Ego-Attitude Supports (Bolstering of Self-Image or 
‘‘Appropriateness-for -my -Role-in-Life’’ Feelings) 


The basic appeal which takes precedence in terms of historical 
development is the rational appeal which calls for the presentation 
of factual information as the best way to influence consumer atti- 
tudes. The school which makes this plea stresses people’s contin- 
ual strivings to make sense out of their surroundings, and to 
relate brands and products in meaningful ways. They point out 
that people must have some facts to go on and that people’s likes 
and dislikes grow out of ‘‘cognitive’’ or factual aspects of attitudes. 
This school often implies that the only sensible approach to selling 
is to tell people what you have to sell, why it is better, what it 
costs, and where it can be bought. 

The second, time-honored school of thought draws on the 
reward-punishment learning theories of psychology, and stresses 
the pleasure principle. According to this notion the marketer 


602 EFFECTIVE MARKETING COORDINATION 


should consider the promise of sensory rewards when he plans his 
selling effort. The proponents of the ‘‘sensory rewards’’ approach 
argue that most human behavior is consciously or unconsciously 
directed towards seeking pleasure or avoiding pain. They contend 
that the marketer should tell people how his product looks better, 
tastes better, feels better, smells better, sounds better, or would 
help people to avoid pain, work or undue effort. 

A newer point of view, but one which is still too old to be novel, 
is that which advises marketers to also consider promise of social 
rewards. This viewpoint holds that man, after all, is primarily a 
social animal. He is much influenced by his need to be approved, 
loved, admired, or at least accepted. He will not knowingly do any- 
thing that will impair his standing among his peers. The marketer 
must tell this social animal how socially rewarding or how effec- 
tive for avoiding social punishment or ostracism the use of his 
product can be. It all sounds reasonable. 

Finally, among the basic types of motivational appeals are those 
which call for a support of ego attitudes. Those who espouse this 
view talk about self-actualization motives, self-images, or the 
need to ‘‘define one’s own role’’ without undue concern for the 
approval of others. They claim that people want products which 
will be appropriate for the way in which they want to see them- 
selves. Thus, according to his viewpoint, the marketer should 
imply that his product is appropriate for use by the masculine 
male, the loving wife and mother, the courageous individualist, or 
whomever a particular consumer may wish to be in his own mind. 


Expectations of Experience with Products. 


The abovementioned types of basic motivational appeals have 
been much discussed by ‘‘motivation research’’ practitioners on 
the marketing scene. We have also seen the emergence of the 
‘perception researcher’’ in recent months, The perception re- 
searcher is much less interested in consumer motives. He is 
little concerned with the ‘‘how people feel about the product’’ 
aspects of consumer attitudes; he is more concerned with the 
‘‘what people know about the product’’ aspects of consumer atti- 
tudes, the meaning of the product to consumers. 

The perception researchers disparage ‘‘deep underlying motives 
and psycho-analytic mumbo-jumbo.’’ They say, ‘‘we don’t care 
why people think of our product as they do. The important thing 
is how they think about it—how they interact with it.’’ 

Perception researchers point out that an anticipation of some 
kind of experience with the product underlies almost all product 
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purchases, The consumer obviously expects to satisfy his needs 
with some kind of a buying, owning, using, or having-used experi- 
ence with the product. The trick, they imply, is to find out just 
what the product means to the consumer in terms of the inter- 
action-with-product experiences that are crucial to him. The 
perception researcher says, ‘‘don’t worry about the current band- 
wagon of claims as the advertiser sees them; don’t worry about 
the experiences which the manufacturer has had or expects to have 
in selling the products; don’t worry about how the consumer’s id, 
ego or super ego looks to a psycho-analyst. It is what the consu- 
mer himself expects to experience, with or through the use of the 
product that matters. 

Perhaps the most obvious kind of product-related experiences 
are the end-product-of-use experiences (i.e., results of having 
used the product). People ostensibly buy things to satisfy specific 
needs. Supposedly then, many of the things they buy are simply 
means to an end, Under these circumstances, the things that 
matter most are the various kinds of satisfactions which one may 
get from having used the product. When the consumer focuses 
upon these kinds of experiences, the question becomes one of the 
adequacy of the product as a means to an end—whether the suit of 
clothes will keep him warm—whether the car will get him where 
he wants to go—whether the food or beverage product will leave 
him with a satisfied feeling after eating or drinking it, and so on, 

These perception researchers are not a purely simple-minded 
breed, however, and they are quick to point out that product-in- 
use experiences can also be crucial. The focus here is upon such 
experiences as wearing a suit of clothes—driving or riding in the 
car—preparing, eating or drinking the food or beverage. 

Finally, we must not overlook the consumer’s incidental-to- 
functional-use experiences with the thing being sold. Thus, the 
consumer’s experiences of buying, owning, storing, maintaining 
the product, or other experiences not directly related to the func- 
tional use of the product, may be crucial to the satisfactions which 
the product might bring. 

So here we have a consideration of the most widely accepted 
notions about the most basic potential motivational appeals of 
various products on the one hand, and the various expectations 
which consumers might have about experiences with various prod- 
ucts on the other. These notions all make a lot of sense to most 
marketing men, but it is no wonder that, in aggregate, they have 
led to a lot of confusion, 

With so many apparently contradictory view points being put 
forth so eloquently, it is no wonder that marketing men seldom 
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have the courage to stick to a single approach to consumer atti- 
tude formation, It is no wonder that so many of them are buffeted 
about, changing their minds from month to month as different 
viewpoints com to the fore and then subside. 

However, if we fit all of these notions into a single framework, 
we start to get a pretty comprehensive picture of the various ways 
that people can make judgments (consciously or unconsciously) 
about what we have to sell. We start to get a comprehensive notion 
of the various types of attitudes which can provide the basis for 
product evaluations, 


Modes of Evaluation Framework 


If Figure 1 we have a basic framework which attitude research- 
ers, marketing decision makers and other members ofthe market- 
ing team might use to understand the relationship of consumer 
attitudes to the marketing process. This framework focuses upon 
twelve different types of attitudes which consumers might use to 
make judgments about brands or products, twelve different ‘‘modes 
of evaluating’’ brands or products. 

The four columns of this framework represent the four basic 
motivational appeals discussed above. The three rows represent 
the abovementioned types of product-related consumer experiences. 

The specific attitude types represented by each cell in this 
framework have an internal consistency in terms of the kinds of 
motives involved and the kinds of experience with product that 
might lead to satisfaction of the motive. At the same time, these 
attitude types are broad enough that no one attitude type implies a 
restricted, strait-jacketed approach to marketing. 

Attitude Type IX, for example, includes a unified but fairly 
broad class of attitudes toward the reasonableness or wisdom of 
buying or owning a given product, e.g., relatively low price, ease 


Figure 1. Mode of Evaluation Framework 


BASIC MOTIVATIONAL APPEALS 


| PRODUCT-RELATED | 


CONSUMER EXPERIENCES Factual Sensory Social Ego 
Information Rewards Rewards Attitudes 


Presentation of Promise of Promise of Support of 


End-Product-of -Use 
Experiences 


Product -in-Use 
Experiences 


I Ill 


vil 


Incidental-to-Functional 
XI 
Use Experiences 


— 


MARKETING AND ATTITUDE RESEARCH 605 


of maintenance, low cost of operation, convenience of storage, 
availability of replacement parts, or whatever. All of these 
themes have in common a focus upon the rational aspects of exper - 
iences with the product other than actual use experiences. 

Attitude Type IV, to go to the opposite corner of our chart, 
might include themes dealing with feelings of self-confidence, 
unshared feelings of success or achievement, assuagement of guilt 
feeling, and many other themes relating to end-product-of-use 
experiences. All themes included here would involve attitude 
towards self which might derive from having used the product. 

So our ‘‘mode of evaluation’? framework provides a basis for 
classifying the consumer attitudes toward a given product which 
might predispose people to buy the product in preference to some 
other product. The problem still remains, of course, to isolate or 
select one or two attitude types upon which the marketing plan 
should focus. 

As you can see, almost anything might be sold focusing upon 
almost any of these twelve basic types of consumer attitudes, In 
the area of automobiles, for example, some people want the car 
which is best-engineered to get them from here to there over 
rough terrain or through backwoods areas (Type I), Some want the 
car which will get them to their destination relaxed and rested 
(Type II). Some want the car that will pull heavy loads at reason- 
able speeds or park easily in tight places (Type V). Some want the 
car that is fun or comfortable to drive or ride in (Type VI). Some 
want to buy, own and display a car that will make them feel suc- 
cessful, bolk, different, or adverturesome (Type XII), and so on. 

For each product there will be someone who will bring each 
type of attitude to bear upon purchase decisions. For almost any 
product, most of these attitude types are somewhat germane for 
most people. However, we do not want to go in all directions at 
once. We still need a way to select the most promising one or 
two basic attitude types to rifle in on, 

This brings us to a fifth and final emerging generalization about 
consumer attitudes as they relate to marketing decision making. 

5. The types of consumer attitudes upon which the marketing 
plan should focus, must be selected on the basis of several cri- 
teria. These include: ‘‘importance’’ of the attitude type, com- 
patibility of attitude type with product and product’s basic market- 
ing strategy, :the present status of product awareness and know- 
ledge among potential buyers, and the uniqueness of the attitude 
type within the product area. 

Importance of Attitude Type—by ‘‘importance’’ of the attitude 
type we mean the relative influence of various attitudes upon 
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potential buyers’ evaluations of brands and products, Thus, there 
are two aspects of this kind of importance, One is the proportion 
of potential buyers who use the attitude type for decision making; 
the other is the weight given to such attitudes by such buyers when 
making their evaluations or decisions, 

Naturally, the best selling theme or basic selling idea, is 
ordinarily the one which creates, changes or reinforces attitudes 
which are very important to a lot of people. This point needs 
little elaboration. Indeed, the matter of importance is too often 
the only thing considered in thinking about consumer attitudes or 
basic selling ideas. 

Compatibility With Product in Basic Marketing Strategy —Al- 
though this consideration is sometimes ignored, I think it should 
be obvious that the product we are selling must be a ‘‘natural’’ for 
the kinds of attitudes which we would wish consumers to have 
about the product. 

We might find that the most important single attitude is attitude 
toward the price of the product when it is initially purchased. If, 
however, our product is simply not one of the less costly products 
in its product class we would not want to concentrate on this par- 
ticular consumer attitude. We may wish to devote some secondary 
attention to rationalizing the price of our product, but there are 
far too many different ways to sell any product for us to lock our- 
selves into a defensive position for the major part of our selling 
efforts. Under such circumstances we had better look for the 
second most important type of consumer attitudes. (There have 
been cases, of course, where frank advertising or selling discus- 
sions of high price have worked effectively to call attention to the 
prestige value of a product. This is not too wise, however, when 
dealing with prospective buyers for whom price is of basic impor- 
tance.) 

In addition to the question of compatibility with the facts relating 
to our product, the selection of basic attitude types to focus upon 
should also hinge upon compatibility with present ‘‘product image”’ 
or present attitudes toward our product. It is a great deal easier 
to reinforce existing attitudes than it is to change old attitudes or 
create new ones, The ‘‘second best’’ product image might be quite 
preferable to the most important attitude type of this ‘‘second 
best’’ image is an image which past marketing efforts has made 
believable to consumers. 

Finally, in considering the compatibility of basic attitude 
types, we must think about compatibility with any basic marketing 
strategies already developed for the product. For example, differ- 
ent kinds of consumer attitudes might be needed to predispose 
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present users to buy more product than would be used to predis- 
pose non-users to try such a product. 

Present Consumer Awareness and Knowledge of Product—As 
the battle rages back and forth between the proponents of ‘‘hard 
sell’? and ‘‘soft sell,’’ we hear agooddeal about the advantages and 
disadvantages of stressing facts about the product on the one hand 
while letting consumers draw their own conslusions on the other. 
These arguments seem to ignore the basic nature of attitudes, 

The basic fact about attitudes is that they all have both cognitive 
and motivational properties. All attitudes are combinations of 
what people know (or think they know) about something and how they 
feel about that thing. All consumer attitudes towards products 
involve feelings of liking or disliking the product because of the 
way that people’s knowledge about the product relates to their 
needs, goals or desires, 

A ‘‘soft sell,’’ with a minimal presentation of facts (e.g., focus 
upon attitude types in 2nd, 3rd, or 4th column of framework) may 
often be most effective for creating the right feeling about a prod- 
uct. If people already have the basic facts to go on, the main job 
may be to subtly suggest to them how purchase, ownership, or use 
of the product can satisfy their needs, goals or desires. In any 
case, consumers must have some basic knowledge of what the 
product is, how it can be obtained and what might be expected 
from ‘‘experiencing’’ the product. If such knowledge is lacking, it 
must be provided. If people have distorted or incorrect knowledge 
about the product to be sold, this knowledge must be restructured 
before the right attitude can be created. If few people are aware of 
the product, the first job must be to provide a few basic facts upon 
which to build attitudes, Facts and opinions alone do not constitute 
consumer attitudes; but consumer attitude research can never 
afford to ignore the facts or opinions which underlie attitudes. 

Uniqueness of Attitude Type in Product Area. —If our marketing 
strategy calls for a ‘‘brand sell,’’ rather than a ‘‘product class 
sell,’’ e.g., if we are going after a larger brand share of a fairly 
stable market, we must be concerned with the distinctiveness of the 
attitudes which we build toward our product. We would prefer not 
to stress consumer attitudes which consumers have learned to 
automatically associate with a competitor’s products. This isa 
pitfall of a good deal of motivation research which considers only 
the importance of a given attitude type. 

As Theodore Levitt has recently pointed out, several good 
motivation research studies are apt to turn up the same basic 
attitude types as being the potentially important ones for a partic- 
ular product class. Thus, eight different marketers of menthol 
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cigarettes do eight different motivation research studies and come 
to eight conclusions that a light, fresh-as-a-daisy, outdoorsy ap- 
proach might be just fine for menthol cigarettes, The first thing 
we know, there are eight brands of menthol cigarettes with eight 
light green packages and eight airy-fairy, outdoorsy, advertising 
themes. I personally doubt that the eighth brand to climb on this 
bandwagon is doing itself much good. If the researcher overlooks 
the potential pitfalls of too much ‘‘me-too-ism’’, the marketing 
planner is apt to overlook it too, 

This is not to say that selling efforts should ignore competi- 
tors’ selling approaches. On the contrary, if we know that our po- 
tential customers are intelligent people, apt to be critical of our 
selling messages, and almost sure to be exposed to the,competi- 
tor’s ‘‘counter-propaganda,’’ it is often best to acknowledge the 
competing selling idea. However, when we do this, we would nat- 
urally make our acknowledgment of competing selling claims a 
subordinate part of our own marketing efforts—with an implication 
that our own sales story is the much more important one for con- 
sumers to consider. Thus the attitude researcher may want to 
make periodic checks upon the marketing effort’s ability to safe- 
guard product images from competing claims, but such activities 
would be secondary to studying consumer attitudes relevant to the 
main purposes of the marketing effort. 


Mode of Evaluation Framework and Attitude Research 


Now then what does this framework have to do with attitude 
research? First of all, the framework is not an attitude research 
method itself. It is an aid for defining researchable problems and 
a guide for interpretation of attitude research results, Indeed, the 
research is almost incidental to the framework. (I would rather 
have such a framework without research than to have research 
without such a framework.) But, let us consider how research 
might be related to this framework for a specific problem. 

Suppose our problem is to find the right basic selling idea to 
underlie the advertising promotion and packaging plans for a new 
marketing campaign, Let us imagine that our product is a line of 
men’s sport shirts. Our basic marketing strategy for a new spring 
campaign calls for selling more sport shirts to all men, but our 
particular aim is to sell more of our brand of sport shirts to the 
middle and upper-middle class men in metropolitan city and 
suburban areas. (Any ‘‘basic selling idea’’ research is apt to be 
severely handicapped if it is not preceded by at least tentative 
judgments about such marketing strategy and target market con- 
siderations.) 
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Our sport shirts are the latest thing in styling and a little on 
the high-priced side. They are made with good quality fabrics and 
need no ironing. According to our product research and develop- 
ment people, they should last a long time, and they are tailored for 
a maximum of comfort. Now then, what should our basic selling 
idea be? (Which type(s) of consumer attitudes toward our sport 
shirts should we seek to create in consumers’ minds?) What can 
we say that is ‘‘important,’’ compatible with our product and our 
marketing strategy, and distinctive for our brand? And, how should 
we convey this basic selling idea so that it will be believable to 
consumers in the light of their present knowledge? 

Our first research step would, no doubt, be set up as a pre- 
liminary investigation of the various kinds of specific attitudes 
about sport shirts which might fit into our twelve basic attitude 
types. We might start off with some depth interviews and projec- 
tive devices, talking with middle and upper-middle class male city 
dwellers and suburbanites about clothing and dress—gradually 
steering our converstaions toward casual attire and sport shirts, 

After getting an idea of how sport shirts generally fit into 
these fellows’ overall pattern of thinking about clothing, we might 
get down to discussions of sport shirts themselves. We might 
have these men sort pictures of sport shirtson sport shirt ads into 
various groups, and ask them why they had separated certain types 
of sport shirts and put other types together. We would encourage 
these men to ‘‘think out loud’’ about why they do or do not wear 
sport shirts, being very careful not to take the responses too 
literally. We might ask them to talk to us about their favorite 
sport shirt, the last sport shirt which they had bought, the last 
they wore such a shirt and so on. 

Thus, we would learn something about the attitude and opinion 
dimensions along which men make distinctions between sport shirts 
and other items, and between aifferent kinds of sport shirts. We 
would have our first indications of the relative importance of such 
matters as style, probable cost, likely wearing abilities, apparent 
comfort, and a host of other considerations that might never have 
occurred to us without the research. 

For this kind of research we would notneed large samples. We 
would simply keep on talking to these fellows, always in the same, 
carefully pre-planned way, until we reached the point of diminish- 
ing returns—that is, until we got no more new ideas, (If necessary 
we could go through this initial listing of possibly important types 
of attitudes on a judgmental basis, using our mode of evaluation 
framework as a checklist of things to consider.) 

Now how might our framework look after these initial consider - 
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ations of the likely importance of various attitude types? I would 
guess that it would look about like we see it in Figure 2. 

I doubt that many men would dwell on end-product-of-use ex- 
periences for sport shirts. The experiences that might result from 
having worn a sport shirt would probably not be crucial. To be 
sure, some men may consider it important to feel less ‘‘wilted’’ 
at the end of the day as the result of having worn a sport shirt (a 
type II attitude); some may feel like courageous rebels for having 
been the first to wear a sport shirt to the office (a Type IV atti- 
tude), and so on. On the whole, however, I would guess that we 
would feel pretty safe if we dropped out all of the attitude types 
relating to experiences of having worn asportshirt. Thus, attitude 
Types I, II, III and IV would drop out. 

At the same time, I doubt that the incidental-to-functional-use 
experience would have much to do with a sport shirt’s potential for 
providing sensory or social rewards, Let us suppose that attitude 
Types X and XI also dropped out at this stage. 

Now we have limited the field of potentially important kinds of 
consumer attitudes about sport shirts. If we are in a position to 
do so, it would be well to get a fairly precise notion of the relative 
importance of the remaining attitude types. We might construct 
the set of attitude-toward-sport shirt scales for these remaining 
attitude types, and administer them to fairly large and representa- 
tive samples of our potential customer group. Thus we would have 
scales for: rational considerations of wearing sport shirts (Type 
V); attitudes toward the comfort of wearing sport shirts (Type VI); 
attitudes toward the prestige value or other social rewards of 
wearing sport shirts for various occasions (Type VII); attitudes 
toward the way in which one might feel about oneself while wearing 
sport shirts (Type VIII); attitudes toward the cost and/or the 
problems of cleaning, replacing, storing or other incidental-to- 
wearing experiences that one might have with sport shirts (Type 
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IX); and attitudes toward the way in which one might feel about 
oneself while buying sport shirts—seeing them in one’s closet, or 
whatever (Type XII), 

We could have these scales completed with reference to leading 
competitive makes of sport shirts, the ‘‘ideal’’ sport shirt, the 
last sport shirt purchased, and our own make of sport shirts. (We 
might use different scales for different sub-samples of potential 
buyers in order to use our total respondent group efficiently.) In 
this way, we would get a notion of which attitude types differentiate 
between preferred and non-preferred sport shirts, and we would 
a meaningful picture of the present ‘‘brand images’’ of our own 
sport shirts and those of leading competitors. 

We might also ask our respondents to tell us as much as pos- 
sible about why they rated different sport shirts as they had. This 
would give us an idea about how knowledgeable they are about our 
product and competing products, and a further fix on the kinds of 
experiences which contribute most to their knowledge and feelings 
of such products. 

If we had these kinds of scale data available we could use all 
kinds of statistical tricks. We could, for example, do correlational 
analyses and inter-correlational analyses to determine which 
attitudes were most predictive of sport shirt preference and which 
of the various attitude types correlated most highly with each 
other. 

Let me pause at this point to stress a special example of the 
importance of research findings and marketing judgment inter- 
dependence in this area of attitude research. Suppose that cor- 
relations of attitude scale findings reveal that there are two or 
more separate and discrete modes of sport shirt evaluation among 
consumers, One group of consumers may stress attractiveness of 
fit, style, and fashion in their mode of evaluation; another group 
may stress the rational considerations of low purchase price and 
long wear. In other words, we might find that some of the favor- 
able attitudes which might lead to sport shirt purchase are nega- 
tively correlated with other kinds of favorable attitudes toward 
sport shirts. (This is not just an academic question. For many 
products, it is quite common for products to be valued for being 
either economical or chic, invigorating or relaxing, powerful or 
safe, and so on.) 

What would the implications of such findings be for marketing 
planning? Such findings might lead to atleast four or five different 
decisions about the marketing plan’s focus upon consumer atti- 
tudes: 
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1. Equal focus upon price, long wear, style, fashion and 
attractive fit. 


The rationale for such an approach would be to ‘‘offer a little 
something for everybody’’ in terms of whichever buying consider - 
ations may be the most important toa potential customer. Although 
such a decision would be in violation of our basic generalizations, 
it might seem to be the ‘‘safest’’ thing to do. (I would not recom- 
mend it.) 


2. Focus upon the attractiveness of the product while it is 
being worn, avoiding any reference to the rational or 
practical claims about wearing qualities. (If the 
marketer were to ignore one or the other of the nega- 
tively correlated general approaches, he would prob- 
ably ignore the rational approach since his product is 
not strong in the area of price competition.) 


The rationale for this approach would be to enhance the believ- 
ability of the ‘‘appearance while worn’’ claims by avoiding any 
simultaneous reference to the appeals which seem ‘‘out of phase’’ 
with this basic theme. 


3. Focus upon the ‘‘appearance while worn’’ themes as 
the basic selling effort, but always discussing the 
rational advantages of the product in a secondary way. 
(The story, however expressed, might be ‘‘All things 
considered, dollar for dollar, you get more fashion 
and style from these sport shirts than you could get 
from any others.’’) 


The rationale here would be to innoculate potential buyers from 
any tendency to feel that if the product is strong in one area it 
must surely be weak in another. 


4. Use of a two-sided selling theme, acknowledging but 
playing down the rational considerations of sport shirt 
purchase while stressing the potential rewards deriv- 
ing from the looks of the shirts while being worn, (The 
gist of the story would be: ‘‘We admit that we do not 
have the cheapest sport shirts available; our aim is to 
bring you the most stylish, fashionable and most at- 
tractively fitted sport shirts you can buy.’’) 


If the negatively correlated modes of evaluation split along 
geographic or other demographic lines, for example by region of 
country, a fifth approach would be to develop separate campaigns. 
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Thus, the marketing team might have a campaign stressing rational 
appeals to those in the Midwest and East and a campaign stressing 
social-rewards-from-wearing for those in the western part of the 
country. 

Decisions such as this should clearly be made within the con- 
text of basic marketing strategies and with reference to the overall 
competitive circumstance. No attitude scaling device can render 
automatic decisions on such matters. 

Whatever the details might be concerning this reciprocal 
process of applying marketing research and marketing judgment to 
the overall marketing problem, we would have a pretty good 
framework by now for considering a few, most promising basic 
directions for shaping consumer attitudes. Our mode of evaluation 
framework might now look as it does in Figure 3. 

Here we see a reflection of tentative decisions to focus upon 
the rewards which might derive from product-in-use experiences— 
the actual wearing of our sport shirts. More specifically, our 
major interests are in the sensory rewards, social rewards, and/ 
or ego attitudes (or self-image) supports that might derive from 
wearing these shirts. 


How About Creativity ? 


I have tried to make it clear that the Mode of Evaluation frame- 
work depends upon a constant and intelligent communication and 
interaction between the functions of marketing research and those 
of marketing planning. I want to pause here to correct any im- 
pression that the particular kind of job involved in our example 
problem—the job of selecting basic selling ideas for advertising, 
promotions, and packaging—can or should be done without the 
participation of the people who must make the basic selling idea 
work, If we have not already involved the creative members of the 


Figure 3. Mode of Evaluation Framework 
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marketing team in the research-decision making process we have 
been discussing, we could ill afford to proceed beyond this stage 
without their participation, 

Research, combined with systematic and insightful judgment, 
can sift through consumer attitude types. It can produce the most 
logical contenders for basic selling idea competitions. However, 
the best selling ideas (i.e., the most important, compatible, unique, 
or well founded types of consumer attitudes are of little avail to 
the marketing plan until they are put in the form of communica- 
tions to consumers. This must be done by sales personnel, pack- 
age designers, copy writers and artists. Such people should be 
brought into the research-judgmental processes regarding consu- 
mer attitude decisions well before things are cut and dried. This 
is a must for several reasons. 

First of all, those who must render the decisions regarding 
consumer attitudes in consumer-communication forms must ‘‘buy”’ 
the results of the research and market planning judgments about 
consumer attitudes. If they have no stake in such decisions they 
are apt to ignore the decisions, ‘‘misunderstand’’ them or other- 
wise scuttle them, As someone has said, ‘‘if you can get a man in 
the boat with you, he is not apt to drill a hole in the bottom.’’ 

Quite apart from the question of getting the cooperation of 
creative personnel in following through on attitude research and 
marketing judgment results is the fact that the ‘‘best’’ types of 
consumer attitudes upon which one might focus may not come off 
well in ads, packages or promotions, Some selling ideas can 
easily be communicated understandably, interestingly, and in a 
pertinent-to-consumers manner. Other selling ideas can only get 
across with prolonged, arduous, time-consuming selling effort. 
The marketing planners and marketing researchers are bothon the 
scene to facilitate the ‘‘doing or carrying out of marketing plans; 
but the actual doers should certainly have some elbow room in 
which to work and a voice in deciding which makreting job is to be 
done, 

Under the ideal circumstance several basic approaches to 
shaping consumer attitudes should be carried through the creative 
processes of being rendered in the form of advertisements, ad- 
vertising campaigns, or even full-blown marketing campaigns. In 
the dream world of marketing research, each campaign would be 
evaluated by an adequate market test. Short of the full-blown test, 
there are a number of ways that one might get a meaningful pre- 
test of the relative effectiveness of two or three fully rendered 
approaches to shaping consumer attitudes. 


MARKETING AND ATTITUDE RESEARCH 


Focus Upon What Should Happen— 
Not Just What Has Happened 


I would like to make one final admonition concerning this kind 
of attitude research. In all ofthe steps involved in this framework, 
there is a danger that superficial analysis and interpretation will 
lead to the mundane, the ordinary, the commonplace which reflects 
the status quo. The orientation must be upon what we want consu- 
mer attitudes about our product to be, not upon the mere descrip- 
tion of current consumer attitudes. 

In our research on advertising believability at Burnett, we have 
discovered that the only sure way to be completely believable is to 
stick to those consumer attitudes which people already know and 
endorse, to use those selling ideas which are already familiar, 
accepted, and commonplace. A lot of consumer attitude research 
seems to be too much influenced by this fact. There is a general 
tendency to interpret attitude research solely in terms of the per- 
centage of consumers who think a given way right now, rather than 
it terms of ‘‘how people might be made to think’’ about brands, 
products or services. 

The marketing job must often go beyond reminding people or 
reinforcing already existing attitudes. It must often create new 
attitudes or change old ones. Marketers must often tackle issues 
which are strange to consumers at the outset, attitudes which are 
not easily believed. In other words, successful marketing often 
involves persuasion, 

We have found that there is a big difference between creating 
curiosity about a brand, product, or service and saying things 
which are disbelieved. Our work in this area, inspired by the 
basic research of psychologists such as Newcomb, Festinger, 
Heiden, Rosenberg and others clearly indicates that marketers 
should not be too concerned with sticking to already endorsed 
consumer attitudes. The trick is to be consistent in all efforts to 
make consumer attitudes what we want them tobe, so long as those 
attitudes are congruent with consumers’ ways of evaluating brands 
and products. 


Summary 


We have talked about use of the ‘‘mode of evaluation’’ frame- 
work as a guide for one very special kind of research and decision 
making process. I hope that it is clear that the same framework 
will be useful for very different kinds of consumer attitude prob- 
lems, 
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While we have talked about finding basic selling ideas for a new 
campaign for an already existing product, this framework would 
help to define research problems and guide interpretations of find- 
ings if one were looking for new product ideas, It would help to 
select consumer groups to whom a given product image would be 
appealing as well as finding images which would appeal to given 
consumer groups. It would help in planning research to decide 
upon courses of action for new or revised products as well as 
finding new directions for old products, It is applicable where 
‘brand sell’’ is the basic intention and product sell is secondary; 
it is helpful when product sell is of primary importance and brand 
sell is secondary. The specific research steps would be different 
for different kinds of problems; the basic framework would be the 
same, 

The ‘‘Mode of Evaluation’’ framework is a framework which 
stresses a unified approach to shaping consumer attitudes which 
will predispose people to buy. The use of this framework provides 
a track to run on in research and market planning. It provides a 
point of focus for all members of the marketing team. It serves 
as a constant reminder of the pitfalls of ‘‘shotgun approaches’? to 
selling. 

This is a framework which focuses upon the consumer’s way of 
looking at things. Most marketing people know how important it is 
for the various parts of a campaign to ‘thang together,’’ to rein- 
force each other. Too often, however, they see things as ‘‘hanging 
together’? simply in terms of their view of waht is involved in 
selling products, Thus, any advertisement that shows a seaside 
scene is part of the ‘‘Seaside Campaign’’; any pacakge design 
which carries the new logo is a ‘‘new logo’’ package. Such simi- 
larities often have little to do with consumers’ view of what is 
involved in buying the product. 

This framework serves as a reminder of consistency from the 
consumer viewpoint, 

This is an eclectic framework, It should tend to resolve a lot 
of seemingly contrary points of view about consumers’ needs, 
motives and ways of looking at what we have to sell. The frame- 
work provides some safeguard against overlooking potentially im- 
portant aspects of consumer attitudes simply because of predilec- 
tions towards ‘‘simple-minded,’’ survey research (most amenable 
to studies of rational types of attitudes) or predilections toward 
the ‘‘muddle-headed,’’ motivation research (which tend to stress 
the non-rational appeals). 

This framework acknowledges the basic nature of attitudes and 
how they are formed, The framework should serve to emphasize 
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both the factual and the motivational aspect of attitudes, not only 
in terms of description of the current status of consumer attitudes, 
but also in terms of ways in whih consumer attitudes might be 
changed. 

Finally, and most importantly, this is aframework which should 
make sense to marketing men and marketing researchers, It is 
hoped that this framework will provide a common ground for these 
two groups to think about consumer attitudes, define attitude re- 
search problems and interpret attitude research findings. 

There are two primary disadvantages of the ‘‘Mode of Evalua- 
tion’’ framework. First of all, the basis for this way of looking at 
consumer attitudes is so eclectic that many social scientists 
would surely feel that it could not be completely valid. We have 
used a four-way breakdown of basic motivational appeals. Some 
would prefer the six-way breakdown proposed by E, H, Maslow, a 
twenty-way breakdown as proposed by H, A. Murray, or any one of 
many other kinds of breakdowns, 

I like the four-way breakdown of motivational appeals myself. 
This seems to cover all of the major points of view about consumer 
motivations without being too unwieldy. It is very similar to the 
classification scheme used by many highly respected psychologists. 
More detailed breakdowns of needs, desires or motives can easily 
be grouped together to fit quite well within this framework. How- 
ever, if someone wants a finer breakdown of basic motivational 
appeals, the framework would accommodate them. 

I can see, for example, that the ‘promise of sensory rewards’’ 
column of the basic framework might be divided according to taste 
rewards, sight rewards or tactile rewards for certain products. 
Other breakdowns or elaborations might be indicated when dealing 
with other products. 

The same might be said about the three types of product-related 
consumer experiences. For example, one may wish to subdivide 
the ‘‘Incidental-to-Product-Use’’ experiences into buying experi- 
ences, Owning experiences, maintenance experiences, and so on, 
The main thing is that the basic structure of the framework be kept 
intact, with consumer attitudes and consumer attitude research 
viewed in terms of specific kinds of personal consumer experi- 
ences with the product which lead to specific personal rewards or 
satisfactions, 

The other disadvantage of this framework, of course, is the 
fact that it only provides a point of view. As I have pointed out, 
there is no provision for an automatic, decision-making research 
machine. The framework simply suggests meaningful kinds of 
research and research interpretations to aid researchers and 
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marketing planners in their mutual attack on consumer attitude 
problems, There is no basic way toavoid those agonizing moments 
of decision, 

I would like to close with this thought for researchers. Attitude 
research which simply raises doubts and ‘‘muddles the puddle’? is 
of little value. It is absolutely inhumane for researchers to com- 
plain to marketing planners about their problems, to bog down 
marketing decisions with technical details, or to add to the 
marketing planner’s agonies of doubt about taking clearcut actions, 

The researcher should not be a ‘tyes man’’. He should not 
compromise his research judgment. He should provide a voice of 
loyal opposition when this is needed, But he must accept the re- 
sponsibility for knowing what to research and how to interpret his 
findings in a way that can lead to marketing decisions. To do this 
he must have his own point of view, not only about consumer atti- 
tude scaling, but also about consumer attitudes. He must, in the 
end, be able to lend support to some positive course of marketing 
action, 


62. ATTITUDE RESEARCH AND 
ADVERTISING DECISIONS 


Donald L. Kanter* 


If researchers are to be useful to advertising decision 
makers they must use predictive tools and not confuse be- 
havioral measurements with attitude research; must deal 
with predispositions to behavior, which means measuring 
consumer attitudes; and, must present information for what 
it is and not for what it might be. 


SING Attitude Research to aid Management decisions is more 
difficult in advertising than it is in most other areas, An at- 
titude theoretically deals with a predisposition to behave in a cer- 
tain way, so it is supposed to be predictive. But—what is usually 
referred to as Attitude Research has largely been descriptive, not 
predictive. 

If researchers are going to become more useful to advertising 
decision-makers, they had better begin to use predictive tools and 
stop confusing a variety of behavioral or mental measurements 
with Attitude Research. The more this confusion exists, the more 
reluctant Management will be to use research data in decision- 
making. 


The Special Problems in Advertising 


Why does Attitude Research present special problems in the 
field of advertising? There are some obvious and sometimes un- 
comfortable reasons: 


Sometimes ads themselves present some special dif- 
ficulties: For instance, people see some ads as being 
unreal, intrusive, and/or meaningless. So, too many ads 
are unattended, incompletely read, and/or ‘‘resisted.’’ 
This means, obviously, attitudes about certain ads are 


*Donald L. Kanter, Tatham-Laird, Inc. 
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hard to get at because people don’t have an specific feel- 
ings about them even though copy-writers correctly feel 
that every word they create is carved-out-of-jade. 

Also, ads and products rarely impinge upon one’s ego 
as do attitudes in the traditional research areas of, say, 
religion, politics or sex. After all, religion dealsin large 
part with one’s conscience; politics with one’s self-in- 
terest; and sex with naming one’s children. Political, 
sex and religious attitudes have been measured by Roper, 
Kinsey, Glock and others quite well, partly, I’m sure, be- 
cause these attitudes are not peripheral but self-defining 
and personally important. 

And, of course, there are more options which a buyer 
of consumer products can exercise than he can in the 
areas of, say, religion, politics and sex. Clearly, there 
are many brands, many similar brands, most of which 
are pretty good—a tribute to the high standard of Ameri- 
can living and the free market in which we operate. 


So the researcher who is looking to predict buying behavior is 
faced with a relatively ho-hum response despite the intensity of 
the selling effort; this makes it difficult for him. In other words, 
attitudes toward consumer products (held by consumers) fre- 
quently lack the intensity, clarity and saliency which could make 
them easier to get at: In fact, they are elusive, if not down-right 
ineluctable. 

I have mentioned some of the problems attitude researchers in 
advertising face. This in no way constitutes a justification, simply 
a recognition of the problem. At this point, I want to underscore 
the need for proper Attitude Research to help advertising decision- 
makers: 


Our failure up to now to measure advertising effec- 
tiveness directly underscores the difficulty. For exam- 
ple, the problems and promises of test marketing elo- 
quently makes the point, 

It is important to develop some criteria of advertising 
effectiveness: Everyone wants to know what he gets for 
his advertising dollar. Incidentally, the AAAA Standing 
Committee on Research, on which I happen to serve, con- 
siders this the major challenge facing research in the 
Sixties. Both Paul Gerhold and Peter Langhoff have 
creatively and vigorously led this search. The point is 
attitudes, as a criterion of advertising effectiveness, are 
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predictive and useful for this purpose: Charles Swanson’s 
work in the automotive field is a valuable example. 

And then, anyone interested in ordering the data of 
advertising and trying to systematize areas of communi- 
cation effectiveness for maximizing profit realizes that 
intervening variables (attitudes in this case) are neces- 
sary. This is true for all science as it is for all non- 
scientific but rational explanatory devices. 


This has all been said well before. The point I am about to 
make, though, has generally been overlooked: The alternative is 
horrible: 


Attitudes—as predispositions to behavior—are the 
sine qua non of the phenomenon we deal with in advertis- 
ing—human beings. Our efforts in mass communication 
are directed towards organisms who are choosers, be- 
lievers, doubters, feelers, thinkers, haters, and lovers— 
not metal boxes or computers. Theories of mass com- 
munication (advertising principles) which ignore this are 
seductively simple and temptingly lucid—but are over- 
looking the ornery complexity of human nature. 


If we are going to make decisions which concern human beings 
(communication does), we are going to have to have a useful, 
realistic concept of mind in the equation. This means we must 
deal with predispositions to behavior (human beings have predis- 
positions) and this means measuring attitudes, The alternative of 
The Mindless Consumer flies in the face of common sense, 


Present Information for What It Is 


Let me give you some concrete examples of this research 
muddle in some of the areas in which advertising decisions must 
be made, i.e., product development, marketing, media selection, 
advertising strategy, and copy testing. 


Product Development—Very rarely are attitudes used 
as predictive devices in this area. Commonly, simple 
preferences are used—generally immediate reactions—to 
more or less denuded stimuli which may or may not bear 
a relationship to what people will prefer in the future. By 
and large, product development as it affects future con- 
sumer preference is usually a pious extrapolation from 
an unreal choice situation. 
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Setting Marketing Goals—This is one of the more 
flagrant examples of consumer analyses around. Instead 
of dealing with attitudes (predictive devices), often the 
data are from past sales (historical), If one can assume 
that the key to the future lies inthe past (and that the con- 
ditions under which past sales behavior took place are 
unchanged) you are dealing with information which as- 
sumes a great deal. Everybody knows that the pastisa 
good clue to the future; but is it the only one which should 
be used in setting marketing goals? Katona’s work on 
predicting future spending through Attitude Research is 
instructive in this regard, 

Media Selection—In this area too much has been writ- 
ten to belabor the point that hard-nosed, quantitative data 
such as reach, cost-per-thousand, cumulative audience 
are used to the near-exclusion of attitudinal and other 
qualitative data. Bill Weilbacher, writing in the Journal 
of Advertising Research on ‘‘Qualitative Values in Me- 
dia,’’ certainly makes the point that the use of Attitude 
Research to evaluate qualitative media values has vir- 
tually been untouched. 

Advertising Strategy—This, too, has been discussed at 
length: My own paper published by the AAAA in 1961 is 
an example of the plethora of analytical effort here. This 
effort, notwithstanding, researchers are providing back- 
ground information or perceptual information which has 
very little to do with predicting what responses people 
will make to a copy platform. Developmental Research 
has come a good part of the way, in all fairness, in pre- 
dicting what resistences people will have; but it hasn’t 
come at all far in telling decision-makers what will work, 
save for the increasingly tired formulae of ‘‘sell the siz- 
zle, not the steak’’—which, in psychologese, translates 
something like ‘‘sell the mouth and not the toothbrush.’’ 

Copy- Testing—Efforts in this area have been largely 
concerned with getting recall or play-back in order to de- 
termine whether pre-set copy goals have, in fact, been 
transmitted to target audiences. In my opinion, this is 
fine as far as it goes; but there is a great opportunity to 
develop other dimensions of what may be called ‘‘Adver- 
tising and Product Acceptance’”’ which could be legitimate 
predictors of ultimate consumer response. 

In point of fact, Tatham-Laird has been working on 
the problem for some time in the hopes of developing 
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response patterns to advertising communications. We 
are trying to find out not only what is transmitted to the 
consumer but what his resistences and acceptances are 
and put it in the language of advertising decision-makers. 
This is not the time nor the place to discuss our work, 
We simply want to implement our faith in the value of 
attitudinal information in the area of copy-testing by 
measuring the interaction of several dimensions of re- 
sponses to advertising. In other words, we assume that 
communication of our idea does not, for instance, mean 
acceptance: Most everybody vividly remembers the 
snakes in the zoo; but relatively few youngsters come to 
accept them as they do less memorable creatures, 


My conclusion, I trust, follows from my previous remarks: A 
variety of information-gathering techniques—historical, behavioral 
and preferential are often mistaken for something they’re not, 
namely, predictors of consumer response. This information is, 
of course, an aid to decision-making insofar as any situational 
analysis is; but it is not necessarily predictive—and, it is often 
presented to Management as if it is. Management decisions, 
based upon research, frequently are less than accurate because, 
among other things, they are falsely if unwittingly presented as 
keys to future behavior, Information should be presented for what 
it is—predictive or descriptive—not for what it might be. 
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63. HOW DO YOU DETERMINE 
PROFITABILITY IN MARKETING 
RESEARCH? 


George M. Gaither* 


The key to determining the profitability of a research firm 
is the analysis of completed projects with allowances made 
for work-in-process. Overhead must include all contingen- 
cies and be allocated to work-in-process in the proportion 
that work-in-process direct costs are of total direct costs. 
Such profit determination is for control, control which will 
forewarn us of significant changes and be timely enough so 
that we can take corrective measures. 


OR the past several months I have been looking at the title of 

this talk with a rather jaundiced eye. I don’t think that the 
people who rally did carry coals to Newcastle ever felt more out of 
place than I do here this moring, talking about the application of 
figures to a group of people whose profession involves precisely 
that. Nevertheless, I must admit also, that in many years of dis- 
cussing this topic with different people, I have rarely found two 
research practicioners who have exactly the same concepts about 
accounting and about determining profitability in research. And I 
think too, that most of us are subject to a basic problem with 
regard to the internal management of our organizations: namely, 
that we are so busy trying to do research to solve other people’s 
problems, that we rarely have enough time to examine our own 
problems as carefully as we might examine a client’s. 


Determining Profitability 


In view of all of this divergence of opinion, therefore, I would 
like to discuss this morning only how our company has approached 
the problem of determining profitability. I would not like you to 
think that I regard this as the be-all and the end-all of the matter; 
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rather, it is simply our approach to the problem—made, unfor- 
tunately, under the same stresses and strains of demanding project 
work to which all of us are subject. It is a research company’s 
point of view; but I hope that it may be useful to those of you who 
are buyers of research as well, by pointing up some of the prob- 
lems on the other side of the fence. 

I should mention, of course, that operating in Mexico implies 
certain basic differences from operating in the United States, 
governmental regulations and general business practices are, of 
course, quite different. But I hope to discuss one company’s ap- 
proach to a problem which all of us share, regardless of where we 
are located, or how large or small our operations may be. 

There are three main points that I would like to cover. These 
are: first, our concept of the application of overhead to research 
projects; second, the criteria we use to determine how much our 
overhead really amounts to; and finally, the control points or 
danger signals which we have found to be useful in attempting to 
regulate the ratio between billing and overhead from month to 
month and year to year. I hope you will feel, as we do, that our 
procedures are fairly logical and quite simple to handle, no matter 
what the size of the organization involved. 

The basic point, the basic concept of our entire accounting 
procedure is related to volume. We do not believe that it is ever 
possible to say that we have made or lost so much money on this 
or that specific project; rather, it is only the sum total of all 
projects within a given period of time which becomes meaningful. 
This does not mean that we do not use rules of thumb or formulas 
for costing purposes, because of course this must be done by 
anyone. But it does mean that we seek to discard rules of thumb 
when it comes to the crucial point of determining whether or not 
we have made money. And these same more exact procedures 
provide us with a means of keeping our rules of thumb up to date. 

The importance of volume is hardly a startling concept, of 
course. We are all aware that a manufacturer of toothpaste cannot 
make a profit from a single tube, and that automobile manufactur - 
ers do not begin to showaprofit until a certain minimum number of 
units has been sold. Yet in spite of this, I believe that many re- 
searchers tend to underestimate the importance of covering the 
costs of retooling which are considered so basic to any other 
industry. Because we must use rules ofthumb and fixed yardsticks 
in estimating cost, these same rules of thumb are often applied to 
the determination of profit, when in reality they can be very de- 
ceptive in any given instance. We tend to forget costs which are 
not immediate costs; and we tend to be too inflexible in our cal- 
culations of profit and loss. 
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Before we talk about what these overhead costsare and what we 
ourselves take into account in determining them, let’s take a look 
at the basic. concept of how we determine profit. 

It is appearent, of course, that profit is in direct relation to 
volume of billing and overhead. If the gross difference between 
billing and direct project expenses is greater than overhead, then, 
of course, there is a profit. If the difference is less than over- 
head, there is a loss. 

But volume can be deceptive too. Gross billing is not neces- 
sarily the best way to measure profit. In our company profit or 
loss is determined by a combination of four factors: first, the 
total gross billing for the period, but only for those projects which 
have been completed. Second, we of course take into account the 
total amount of what we call gross profit, which is the difference 
between gross billing and direct project expenses. Third, we take 
into account contracts which have not been completed, but which 
are in process for the next fiscal period; and finally, of course, 
we take into account total overhead. 

It is simpler, of course—and perfectly legal—just to cut off at 
the end of a fiscal year, subtract costs from income, and fix profit 
or loss on a cash basis. But although our system may be fraction- 
ally more complex, we believe it more than pays for itself by 
presenting a much more realistic picture, and by providing a 
greater flexibility for use over the long run. 

Let’s take a look at a specific example. Suppose that we have 
contracted a total of $2,000,000 dollars during the year. Let’s 
assume that our overhead was $800,000 dollars and that our direct 
job expenses were $1,000,000 dollars—for a total of $1,800,000 
dollars between direct and indirect costs. The question is whether 
or not we have shown a profit for the year. 

Under our system we cannot determine profit just on the basis 
of these figures. These are only a part of the story. The key to 
the calculation is what has happened to those $2,000,000 dollars 
worth of contracts; how much of them has been completed and how 
much of them is still in process. 

Again, for talking purposes, let’s say that of the $2,000,000 
dollars in contracts, $1,500,000 dollars have been completed and 
billed and $500,000 are still in porcess, in one stage or another. 
Let’s say also, that of the total of $1,000,000 dollars in direct job 
expenses, $800,000 dollars were spent for those projects which 
were completed during the year, and $200,000 dollars have so far 
been spent on the projects which have not yet been completed and 
which will be completed in the next fiscal year. 

We have, apparently, two alternative calculations of profit or 
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loss here. If we take total contracts and subtract total costs, we 
show a profit of $200,000 dollars, But we know also, that a half a 
million dollars in contracts has not yet been finished and will incur 
further expenses. If we completely forget both this contracted 
billing and the related expenses, then we find that we have a total 
of $1,500,000 dollars in billings, and $1,600,000 dollars in costs 
between direct and indirect expenses. The question is, which is 
right? 

The answer, of course, is that neither oneis right. The correct 
figure is somewhere in between a $200,000 dollar profit anda 
$100,000 dollar loss. The key is an objective assessment of value 
to the contracts which are in the shop, but which have not yet been 
completed. We do not believe that it is advisable to make an 
estimate of gross profit on these projects, since so many things 
can happen to upset an estimate. And we fell that if an error is to 
be made, it should be made conservatively and systematically, so 
that reliable comparisons can be made from one year to the next. 
Our system, therefore, is to assess a value, which is related to the 
amount actually invested up to this point, to jobs which are not 
completed, rather than to assign a value which we may hope will 
turn out to be true in the end. Now in this specific case we have 
said that for the $500,000 dollars worth of contracts, we have in- 
vested in direct job costs $200,000. We have also mentioned that 
the total job expenses for the year have been $1,000,000 dollars, 

The proportion applicable to jobs in process istherefore 20 per 
cent of all direct expenses. Our systemis to apply this percentage 
to the overhead, and to carry an equivalent proportion of overhead 
into the next fiscal year. In this specific case, then, we would take 
20 per cent of our $800,000 dollar overhead, or $160,000 dollars, 
deduct this amount from the overhead for the year just completed, 
and assign it to the contracts which are still in process, This 
leaves us with a total overhead for the completed year of $640,000 
dollars, rather than $800,000 dollars; and in relation to the 
$1,440,000 dollars, showing a profit of $60,000 dollars for the year. 

The result, of course, is not always so favorable. If there are 
few new contracts for the next year, or a small investment made 
in them so far, the amount of overhead application is much smaller, 
But again, we feel that this is a logical situation, and one which 
makes a reasonable adjustment for the crucial factor of carryover 
work for the new year. 

It is only within this general framework that we attempt to cal- 
culate profit or loss on a single specific project. We regard it as 
a part of this whole; if the expenses on a given project are, say, 
two per cent of all direct job expenses for the year, then two per 
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cent of the total applied overhead is applied to it. We repeat, in 
miniature, what we have just discussed here, and on this basis 
determine whether or not it has been a profitable project. 

The point of all this is that the relationship of volume and gross 
profit to overhead is what determines net profit. And since every- 
thing does not halt at the end of an arbitrarily determined month 
or year, we must have a way to cut off arbitrarily but equably, and 
say that we have made a profit or that we have lost money. And we 
can neither ignore what is going on in the organization at the 
moment, nor can we with any real certainty predict how much 
money we will gross or fail to gross on a project which is incom- 
plete. We must take an objective and preferably a conservative 
evaluation, which can be continued systematically from year to 
year, and which leaves nothing up to guesswork. This may not 
be the best possible system; but ithas at least the great advantages 
of being consistent, conservative, objective—and flexible. 

Applied overhead tends to coincide much more closely with 
actual volume than does simple total overhead. This is much more 
sharply when billing drops, as it somewhat did for us last year. 
Total overhead grows rather steadily, by its own momentum, 
regardless of external factors. But applies overhead, by its very 
nature, reflects changes. In point of fact, 1960 would have shown a 
loss for us if we had used the simpler system; but this would not 
have been a fair picture, because of an unusually strong carryover 
in project work form 1960 to 1961. The proof of the validity of the 
system, in our opinion, is the much greater conformity of this 
line—applied overhead—to billing volume, than you find in the less 
flexible and more arbitrary calculation of the simple total. 


What is Overhead? 


Now in discussing these examples we have been tossing around 
overhead figures, without stopping to look at them very closely. 
But overhead and the calculation of overhead is probably the most 
important single accounting function of a research organization. 
We all know, of course, what overhead is, but the important point 
is to make sure that in calculating overhead we have assured a 
reasonable amount, one which will take into account not only the 
immediate expenses of the organization but which will make an 
adequate provision for expenses in the reasonably near future, 

Overhead, of course, is automatically geared in any organization 
to a certain minimum volume of business, andfurthermore it tends 
to increase rather steadily by some mysterious force of inertia. 
It is of course crucial, because if billing volume does not keep up 
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or keep ahead of overhead as it grows, then we are forcing our- 
selves into a loss situation. 

We all know that every dollar spent by a research organization, 
whether it is an independent company or a research department, 
has two very tangible parts: direct jobcosts and indirect job costs, 
Whereas the indirect or overhead costs tend to be fairly stable and 
to grow ata fairly predictable rate, the amount of direct expenses 
can vary tremendously from one time period to another. It is for 
this reason, of course, that we believe that the concept of overall 
volume is so vitally important; it isthe ratio of overhead to volume 
which determines profit. 

Overhead can seem deceptively small unless a multitude of 
factors is taken into account. Basically, all of us probably agree 
in defining overhead as all those organization expenditures which 
cannot be applied directly to a specific project. For example, the 
time we spend worrying about how much overhead is, is overhead, 
We all know that it includes rent, light, materials, office equipment, 
a host of salaries and many other specific items that come im- 
mediately to mind. In our own specific case, our overhead calcu- 
lation is made up of 31 specific concepts and, in addition, five 
contingency reserves. In addition to the normal factors such as I 
have mentioned and the many others such as communications, IBM 
rental, travel, donations, auditing expenses, and so forth, we have 
tried to take into account the need for training new people and for 
proliferating the job experiences of people who have already been 
in the company; we cover some publicity expenses, such as for 
example the design of a company brochure; we cover interest on 
loans, and many others. 

Our position in Mexico, of course, creates some overhead con- 
cepts which are not needed in the United States. For example, we 
supply our interviewers with basic field materials and raincoats 
and other sundry items that they may need and cannot personally 
afford. We pay sales taxes (which form a major part of our over- 
head). But even with these rather unusual expenses to cover, we 
still feel that in addition to all of this we also try to allow for a 
provision for the growth of the company. 

This is a rather general concept, but one which seems to us 
essential for any company which is not in a static situation. If we 
anticipate growth we must anticipate certain costs which are es- 
sential to it, not the least of which are such factors as new per- 
sonnel, training, office changes, and related concepts. We feel that 
a fixed percentage must be added to billings to allow for this, The 
amount is normally minimal in relation to overall costs, but it is 
of vital importance for the future of the company. 
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The matter of contingency reserves is quite important too. 
Sometimes they tend to be forgotten. Most of them, of course, are 
quite simple. Our five are: depreciation on equipment, office 
maintenance, a reserve for tax adjustments, a reserve for bad 
debts, and a reserve for legal contingencies. On an informal basis, 
we also try to maintain a reserve for the training of new personnel, 
as I have mentioned, 

These reserves normally amount to between 15 and 20 per cent 
of our total overhead calculation. In 1960, for example, they came 
to 17.3 per cent of all overhead. These reserves as a single con- 
cept are second only to non-applied salaries in importance, in the 
overall overhead for our company. (Salaries accounted for ap- 
proximately 40 per cent of our overhead in 1960.) But even with 
all of this, the present ratio of our overhead costs to direct job 
expenses is only in the area of one to one. 


Timeliness of Controls 


We like to think that we have some measure of control over 
these items, and that if we are forewarned about significant changes 
in volume, we will be able to take corrective measures which will 
help to reduce any negative effects, or help to increase any posi- 
tive ones. And by having a systematic and continual control, we 
feel we can distinguish between abnormal changes and normal ones, 
We maintain a monthly control on what we consider to be the key 
aspects of our accounting, in order to give us adequate warning if 
any special steps must be taken, 

The key to control, of course, is a reasonable budget, even 
if it is an informal one. This budget must take into account the 
principal control points, which can indicate danger signals if 
necessary. For our purposes we have five such control points, 
These are: first, gross billing on completed project work; second, 
gross profit margin (the difference between billing and direct job 
costs); third, total overhead; fourth, total volume of new contracts; 
and fifth, the percentage of non-productive time in our personnel 
salaries, A significant or abnormal change in any of these points 
from what is originally budgeted, is an immediate indication that a 
basic shift in estimated profit or loss can be expected. In our 
company, we receive monthly reports on each of these items, 
comparing actual figures to the original budget. 

There is not much point, of course, in knowing what is happen- 
ing in an organization if nothing can be done about it. Our thesis, 
however, is that if we know, we can take action at the right time. 
If volume tends to slacken, we can if necessary cut our overhead 
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calculations in costing to fill in during the slack period—in other 
words, to quote at a lower cost in order to decrease the amount of 
non-productive personnel time, which tends to compound itself, and 
to produce a doubly negative effect on the ratio between costs and 
overhead, (For this type of calculation a plot of the seasonal var- 
iations in contracts can be of major importance in predicting 
changes, and in providing for them well in advance.) A second 
obvious control point is to defray unnecessary expenses until a 
time when the situation is more favorable. Then too, if we see 
that our gross margin on project work is not conforming to the 
budget, we can reform our methods of cost estimating. And if we 
know in time that the general situation isnot what it should be, this 
is always an added incentive to making a special effort to provide 
more work to take care of the immediate needs of the organization, 
The key is to know, and to know in time, what is happening. 

Very briefly, then, let me attempt to summarize the three main 
points I have tried to discuss this morning. The first of these is 
that the key to determining profitability is overall volume of billing 
for completed projects, with an appropriate allowance being made 
on a conservative and systematic basis for work which is in pro- 
cess at the end of the fiscal period. We do not believe that profit 
or loss calculations can be meaningful for any particular project, 
unless considered as only a part of a much greater whole. We do 
not believe that rules of thumb are appropriate for determining the 
crucial factor of profit or loss, and seekan objective method which 
can reflect reality in precise terms, 

Secondly, we believe that the calculation of overhead must take 
into account all reasonable contingencies, and that we must not 
deceive ourselves to believe that our overhead is smaller than it 
acutally is, at the risk of penalizing the future growth and success 
of the organization. 

Finally, and perhaps most important of all, we believe that in 
order to implement these and other concepts the accounting con- 
trol must be accurate enough and timely enough to give warning in 
time for remedial action to be taken. For without control and 
other theoretical concepts mean nothing. 


64. PROBLEMS AND PRINCIPLES 
IN THE MARKETING OF 
MARKETING RESEARCH 


Mervin D. Field* 


Marketing research firms are confronted with several prob- 
lems in their course of business such as; having an adequate 
flow of work, selling their professional services but not 
overselling them, and meeting the ever increasing competi- 
tion. The many research firms, part-time professors, and 
advertising agencies now performing research places a pre- 
mium on the price of the service as well as the objectivity. 
The researcher must constantly be aware of the responsibil - 
ities he has—first to himself and to his employees, clients, 
and to the public. 


EFORE discussing some of the problems and principles of the 

marketing of marketing research, let us first examine the 
classic evolutionary process of a business. A company comes in- 
to being with a new product or service. After the initial demand 
is taken care of, the company faces such problems as stimulating 
the market, refining the product or service, pricing it adequately 
to cover wages, overhead and profit, and producing the service or 
product more efficiently. Like many other social entities, a busi- 
ness goes through many cycles. The problems it faces at birth 
are much different from those facing adolescence or those facing 
maturity. 

I think it can be said that the field of marketing research is—at 
the ‘‘awkward age’’—somewhere between adolescence and matu- 
rity. Wherever we may be in the life cycle of our individual busi- 
nesses, I feel we have reached as a profession, a turning point in 
the business of marketing marketing research. Until now, by far 
the largest emphasis has been on techniques. If we look at the 
pioneers in this field we can see that they are, or were, primarily 
technical men. Men who have made some contribution to research 
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method or theory. This is as it should be, but to a large extent 
research techniques are now becoming standardized, and the prob- 
lems of marketing marketing research have now come to the 
fore. 

I would like to discuss some of these problems and some of 
the principles involved in satisfactorily solving them. It might be 
helpful in describing these problems to examine a typical case 
history of a marketing research agency which I think will illus- 
trate some interesting points. 

John Jones, perhaps. an M.A. or Ph.D. in some branch of the 
social sciences, has been working for a research agency, an ad- 
vertising agency, or within a company as a market researcher, 
Somewhere along the line the entrepreneurial bug bites him. So 
John Jones hangs out a shingle by himself or convinces some 
counterpart—let’s say Charlie Smith—to form a partnership. 

Jones & Smith set up a marketing research agency which at- 
tempts to provide a range of marketing research services and 
custom designed research, This would include such elements as 
taking a marketing problem, determining whether consumer re- 
search can help solve it, formulating the research objectives, set- 
ting up a research design which would fulfill these objectives, 
undertaking or overseeing the field and tabulation phases, analy- 
zing and reporting—a fairly well known routine in the business of 
market research. 

In addition to the technical talent that Jones and his partner 
have to contribute, they recognize they will need the skills of many 
other people, such as interviewers, tabulating supervisors, typists, 
bookkeepers, clerical people, and so on. To provide these other 
skills, they make some arrangements with a service bureau or 
they expand their own operation. 

Let’s assume that initially, Jones & Smith have enough re- 
search work for them to stay afloat as a business enterprise. At 
first, if they are as busy as many such enterprises are these days, 
the first new phenomenon they recognize is that in addition to the 
actual cash dollars they put into the business, an even larger 
amount of effort on their part must go in, Where they used to 
complain about working nights and week-ends in their former 
employee positions, they are now delighted that they are so busy 
that they have to work nights and week-ends. 


The Problems of a Marketing Research Firm 


This relatively happy situation may last for months, or, per- 
haps, even for a few years. However, sometime in the early 
stages of life, Jones & Smith is beset by some serious problems. 
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The first and foremost problem the partners face is the as- 
surance of an adequate flow of work, They find that it is one thing 
to do the research—if it is there—it is another to sell the research 
and keep it sold. This, of course, is a fundamental problem for 
any business, However, it is particularly an acute problem to an 
agency that aspires to professional status. The problem becomes 
one of balancing the real need for sales against the temptation to 
succumb to the pressures to compromise professional principles. 
This fundamental problem manifests itself in several ways: One 
is how to sell research projects without overpromising the value 
the client will get from the research, 

Another problem is maintaining a climate within the shop which 
will harmonize the needs for a continued work flow priced ata 
profit with the need to allow creative researchers to work in an 
atmosphere where they can put in their best effort. (I might re- 
mark here that Tom Benham, Vice President of Opinion Research 
Corporation, delivered a fine paper on this subject last month in 
Berkeley, California, at the National Conference of American As- 
sociation for Public Opinion Research. He described how Opinion 
Research Corporation attempts to cope with these problems.) 

Another fundamental problem with which they must deal almost 
continuously is the myriad of competition vying for the same proj- 
ects and budgets. Competition comes primarily from other mar- 
keting research agencies constituted basically the same way they 
are, If they are realistic, they will have expected this, planned 
for it, and structured their effort to be ‘‘different’’ or ‘‘better’’ 
than the competition. They will be a better agency themselves if 
they can react to and be stimulated by the competition. 

However, Jones & Smith also find other sources of competition: 
from the research departments of advertising agencies; from 
academic individuals and groups—this might be an individual pro- 
fessor who wishes to augment his income with some part-time 
consulting work, or it might be some non-profit foundation or 
enterprise; and thirdly, from other personal service agencies to 
whom marketing survey research is not a central activity —these 
might be consulting agencies in sales or public relations, CPA’s, 
real estate firms, etc. 

Of these three other sources of competition, perhaps the most 
formidable will be that offered by the research department of the 
advertising agency. This is because the advertising agency re- 
search department is usually constituted completely differently 
from that of an independent market research agency. It is, first 
of all, dependent primarily, if not totally, on the work resulting 
from providing research for its advertising agency clients. 
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Secondly, there is a difference in motivation. Why does an ad- 
vertising agency want to have a research department? The an- 
nounced reason, which I think holds true in a large measure in 
most cases, is that research can help them do a better job of ad- 
vertising. I do not dispute this. However, in many instances the 
unannounced job of the advertising agency research department is 
to help minimize problems the advertising agency has vis a vis the 
client. Some of the problems in which the advertising agency re- 
search department may be called on to help minimize are: con- 
vincing the client that the agency plans, ideas, copy, campaigns 
are good; convincing the client that some of the client ideas, which 
might be troublesome to put into practice or be less profitable 
than others, are not good ideas; and when a desirable account is 
threatening to pull out of the advertising agency shop, the research 
department may be one of the pawns thrown into the breach to 
forestall this painful event from occurring. 

Some of the best research people in the business are working 
or have worked for advertising agencies, and I don’t want to make 
this a broad indictment of the whole industry. However, we all 
know these pressures exist, and by and large advertising agency 
personnel, including the research people, are no different from 
any of us. Being humans we do everything to avoid pain to our- 
selves—whether it be mental, physical, social, or economic. 

While I could debate the negative side of the proposition: can 
advertising agency research people be as objective as an outside 
research agency?—my concern today is directed to one important 
aspect of the competitive challenge it offers independently con- 
stituted research agencies. 

This is the matter of pricing. The matter is simply this: 
Where an independent research agency may estimate that it will 
cost X dollars to do a particular job, some advertising agency re- 
search departments will often say to the client that they will do 
the same job for one-half or some fraction of X dollars. 

I’m competitive and I believe that differences in pricing are 
one fundamental weapon in gaining a competitive edge. However, 
there is an angle in the example I just cited which allows the ad- 
vertising agency to price lower which is not going to give the 
client the same value for less money or advance the cause of 
competitive free enterprise, 

Let us put aside the arguments of the relative competence of 
the independent agency and the advertising agency research de- 
partment, and other factors such as experience, objectivity, facili- 
ties and the like and assume they are equal. I would like to ex- 
amine just this one factor of lower pricing by advertising agencies. 
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How can an advertising agency do this? Many will state the 
reason quite openly. They will do the job for out of pocket costs 
and not charging any overhead or cost of doing business to the 
job. This can be very appealing to a client who is going to foot the 
bill. However, by what means does the advertising agency ignor 
such real costs as overhead and a markup for profit which is es- 
sential to the continued growth of any business? It can do this be- 
cause the client is providing revenue to the agency as an adver- 
tising account, Stated simply, this means that the 15 per cent 
commission received by the agency on the advertising expendi- 
tures of its client is adequate to cover the costs of producing the 
advertising and providing the collateral service of research, To 
go one step farther, in order to justify the advertising commis- 
sion, the agency must provide some research service at reduced 
or no cost, 

However, how about the complaints we hear that the 15 per 
cent commission is not enough to cover such services as research 
as well as the advertising. In this case it means that an agency is 
deliberately taking a loss when it gives away some of its revenue 
to research. I can only wonder aloud: Why would an advertising 
agency knowingly take a loss on the research service it provides 
clients? 

Today many advertising agencies have found that it does cost 
them just as much, if not more, than an independent research 
agency to do research, They have to pay top wages to research 
professionals, a department does incur overhead, and all these 
costs, plus a reasonable profit margin must go into any research 
budget. When ad agencies see the light and price according to 
their real costs, then other factors such as relative competence, 
objectivity, and facilities can get their fair and just consideration 
from the client—who has to pay all bills in the final analysis. 

Meanwhile, back at the Jones & Smith shop—in managing these 
non-research problems they find that they have got to become ad- 
ministrators and business men, They have to be good research 
administrators lest quality levels suffer, personnel problems 
multiply, deadlines go un-met. Any or all of these administrative 
problems, if allowed to get out of hand, eventually result in client 
dissatisfaction which can be an early and final, death knell for 
their fledgling enterprise. 

If they have the talent for these sales and administrative re- 
quirements, then their chances for success are increased. If 
their talents are something less than adequate in these other 
phases, then they have very serious problems. They either solve 
these problems or decide that being entrepreneurs is not their 
cup of tea and close the shop or merge with a competing company 
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that does have the necessary talents. Sometimes a merger or 
affiliation is just what is needed. However, in many cases if an 
affiliation or merger occurs, it simply represents a ‘‘pooling of 
deficits.’’ Instead of easing some of the problems, the merged 
organization is beset by the same problems in a larger degree. 

These problems I have just recited are the kind that confront 
most businesses. These problems exert a steady pressure on 
business management and they not only decide whether a business 
stays afloat but what kind of character, integrity, and spirit it will 
have, 

The perpetual and constant pressure on any marketing research 
service business tests the integrity of its principles and princi- 
pals. This pressure is not necessarily always recognizable, but 
in its simplest, starkest form, it produces a ‘‘hungry’’ research 
agency. A hungry agency is always in danger of trading its ob- 
jectivity and responsibility for a price. Another serious pressure 
on the quality of research that is turned out by an agency is the 
problem of becoming overbooked, or of working at over-capacity 
for too long a period, 

Let us follow Jones & Smith after they have weathered the ini- 
tial crisis in the life of their business. They get enough business 
to stay afloat and by throwing all their free time into the pot, along 
with their enthusiasm and talent, they turn out good work and gain 
the favor of a few clients. The word spreads that Jones & Smith 
is a small but good shop—it’s creative and has done some good 
work, Jones & Smith then begin to get more inquiries, In their 
desire to please and gain a wider following, they take on more 
work than they can handle. They may not realize they are doing 
this. Their estimates of how long it will take to do a job are gen- 
erally optimistic. Their cost estimates are related to these opti- 
mistic estimates of how much time it will take. As a consequence, 
Jones & Smith become busier and busier. But somehow they do 
not become richer and richer, 

At first they charge off this phenomenon to lack of experience— 
the old euphemism. Usually the thing they do is to agree that 
‘‘we’ve got to be more efficient.’’ Well, how do they become more 
efficient? By such things as deciding that the partners should not 
be spending so much timing on details of the research which a 
lower paid employee could do. John Jones and Charlie Smith 
should spend more of their time attending to the big picture—to 
selling research, designing research, and reporting results to 
clients. 

As a consequence, Jones & Smith relinquish that very phase of 
the research process which gave them their first and primary 
claim to fame—their unique ability to do the research, to shep- 
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herd it along at every phase, to be personally responsible for the 
laying of the foundation for quality research, brick by brick. Few 
employees can be as careful and as competent as they were. And 
no employees will labor such long and hard hours for as little 
monetary return as they did. 

The problem they must face and solve for the sake of their fu- 
ture and sake of their client projects is, can they be as good ad- 
ministrators as they are researchers? Finally, long overdue, they 
realize that their prices are too low and raise them. The raising 
of prices and fees to levels commensurate with the kind and 
amount of work produced is generally one of the last things Jones 
& Smith will do. 


The Responsibilities of a Marketing 
Research Firm 


There are several tests of responsibility that all the Jones & 
Smiths in the marketing research field must measure up to. As in 
any vocation, the researcher’s first responsibility must be to 
himself, This is primarily a matter of the individual’s integrity 
in his work, in terms of standards which anyone depending on that 
work should be able to take for granted. 

If those who depend on research could not simply assume that 
research people exercise both care and honesty in dealing with the 
fundamental operations of their trade, then the whole concept of 
research as an objective fact-finding method would be dangerously 
compromised. Most people in the research field respect and at- 
tempt to adhere to these standards, but they are worth reiterating 
precisely because they are so much a part of the researcher’s 
daily work and outlook that they may be taken for granted, With- 
out a periodic renewal of vigilance over the routine details of 
basic research procedures, the quality of a researcher’s work can 
slip without his knowing it. 

It is worth noting, too, that interviewer performance, one of the 
most important aspects of research, is almost inevitably affected 
by the standards which the researcher sets for himself and his 
staff. Interviewers are perceptive people. If they see thata 
questionnaire is badly constructed, instructions are hastily and 
incompletely conceived, or sense that the researcher himself has 
not taken the trouble to understand the problems of getting a good 
interview, the interviewer performance will become correspond- 
ingly slipshod, and interviewer ‘‘cheating’’—in one form or an- 
other—will increase. On the other hand, if the researcher main- 
tains a professional attitude toward his own end of the job, 
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interviewers soon realize that he expects and appreciates their 
best work, and the great majority will give it. In a sense, then, 
this first responsibility requires that the researcher return often 
to an examination of how well he is meeting the basic obligation of 
any good workman. 

What about the researcher’s responsibilities to his clients and 
sponsors? We have already established that basic integrity must 
be the foundation, and this would, of course, include holding confi- 
dential all dealings and research findings. But there are two other 
areas of responsibility toward those who depend on research which 
merit attention and re-affirmation., 

The first of these is the researcher’s responsibility to func- 
tion as a critic for his clients. He should be critical initially in 
evaluating the need for research, advising the client as to whether 
research will be of real value in solving a given problem. He 
should also be critical in defining and specifying the objectives of 
any proposed undertaking. While the client knows generally what 
his own problems are, it is the researcher’s responsibility to 
make sure that the client understands exactly what research can, 
and cannot, contribute to the solution of these problems. To ful- 
fill this responsibility, the researcher must work closely with his 
client to clarify research objectives. And this requires that the 
researcher be a critic. 

The primary tool of a professional marketing research agency 
is the questionnaire, A questionnaire can be administered to con- 
sumers, dealers, purchasing agents, to any group you care to 
name. With the rapid growth and acceptance of the questionnaire 
method in survey research there is the tendency on the part of 
many people to think that all that is required in solving a market- 
ing problem is to phrase that problem into a series of questions 
to be administered to a cross-section of some public. 

Any professional worth his salt knows that there are many 
areas in which the questionnaire method will not be appropriate 
or that other research or data compilation activities are required 
before a questionnaire survey can be of use. It is the duty and re- 
sponsibility of the researcher to remind the client that a survey 
may not be helpful to him. He should point out to the client that 
just because statistical tables derived from a questionnaire sur- 
vey add neatly to 100 per cent, thedata which these tables describe 
may have little application to the solution of the problem. 

As a professional in his field, the researcher must help the 
client formulate this problem in terms of meaningful questions to 
which research can obtain useful answers, This responsibility ex- 
tends to the details of study design and questionnaire wording as 
well. Just as the client knows his own business, so the researcher 
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has special skills and training which qualify him to steer his 
client away from ‘‘loaded’’ questions, biased samples, inappro- 
priate ‘‘fad’’ techniques, and other research errors, The point 
here is that the researcher is not only qualified to advise his 
client—he is duty-bound to do so. In short, it is the researcher’s 
responsibility to refuse the ‘‘yes-man’’ role and to resist the 
client who seems headed for poor research decisions. In the 
stampede for quick and easy answers via research, the researcher 
must take seriously his role of professional. 

Those who pay for research have the right to expect research- 
ers to fulfill another type of obligation, that of meaningful, useful 
reporting of results. The most beautifully designed and executed 
study becomes nothing but waste paper to a client if he can’t un- 
derstand the findings or apply them to his particular problems, 
There is little excuse for presenting a client with a jumble of 
tables, graphs, and statements bound in a thick impressive-looking 
volume that is intelligible only to the researcher. The client isn’t 
interested in how erudite the researcher is—he wants some an- 
swers to the questions which prompted him to commission the re- 
search in the first place. Another standard of good reporting is 
good writing. If the researcher can’t express his findings and 
conclusions clearly, he should hire someone who can, Many sta- 
tistical geniuses have trouble writing a meaningful note for the 
milkman, but this problem should not end up as a headache for the 
client. 

Finally, the researcher owes certain responsibilities to the 
public—both to those who serve as subjects and respondents, and 
to the general public. To fulfill these responsibilities, however, 
research people must have the cooperation of their clients and 
sponsors, The first ethical imperative concerning respondents is 
the protection of their anonymity. Most people are surprisingly 
generous in giving their time and personal ideas to survey inter- 
viewers. Not only people with time on their hands, but busy 
housewives, closely-scheduled executives, professionals for whom 
time is money—almost everyone seems willing to answer ques- 
tions expecting nothing in return except perhaps an interesting ex- 
perience. But we must never forget that this widespread gener- 
osity is based to a large extent on trust in the researcher’s 
legitimate motives and in his assurances that the respondent’s 
name will not be used for any unauthorized purpose. Any violation 
of this trust is clearly dishonest, and consistent violation could 
put an end to market and opinion research. The researcher must 
not only refuse to reveal his respondent’s name, it is equally im- 
portant that he take a firm stand against use (or abuse) of the 
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opinion research approach and techniques for purposes other than 
legitimate information-gathering. One such abuse, which is un- 
fortunately on the increase, is the employment of the opinion re- 
search approach as a ‘‘front’’ for selling. 

Equally unethical if less obvious is the use of opinion inter- 
viewing to obtain names of people who will later become the tar- 
gets of special campaigns of propaganda or persuasion, political 
and otherwise. It is one thing to interview women about their 
styling preferences so that automobiles and automobile advertis- 
ing, for example, can be made more appealing to all women. It is 
a much different matter to interview people on their opinions 
about school teachers, take their names, and then approach these 
same people with specially-designed arguments to swing them for 
or against increasing teacher’s salaries. 

A final example of the use of research as a ‘‘front’’ concerns 
mail or personal interview studies which are undertaken primarily 
to create or influence opinion, rather than to measure it. This 
means that the questionnaire is designed to offset the respondent’s 
ideas, attitudes, or actions and thus constitutes a propaganda or 
advertising message disguised as a legitimate data-gathering in- 
strument. Whether the project’s sponsor actually makes use of 
the data obtained is beside the point. It is true, of course, that in 
many honest studies considerable skill in questionnaire design is 
required to avoid what researchers call ‘‘interview effect.’’ In- 
terviews which are conducted strictly to get information may still 
leave some type of impression on the respondent. However, the 
major point here is one of motive. By refusing to handle surveys 
for clients who want to use interviews in this manner, researchers 
can at least erase any connection between their profession and this 
subtle invasion of privacy. 

Perhaps the ultimate responsibility which researchers owe the 
public is to see that whenever and wherever research results are 
presented, they are presented honestly. This means that data 
must be shown fully and accurately, and there is no ‘‘lying with 
statistics’’ either through omission of certain data or by subtle 
manipulation of the actual research findings. The research pro- 
fession should actively enforce these standards in all fields of 
opinion, market, and media research via the vigilance of individual 
researchers as well as the official position of professional groups. 

I have tried in this talk to outline some of the problems facing 
those who have the job of marketing marketing research and some 
of the principles they should adhere to in overcoming these prob- 
lems. I think it can be said that the success score of all of us in 
the profession will be directly related to the degree to which we 
stick to these principles. 
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65. INTERVIEWING ETHICS: 
A DUAL RESPONSIBILITY 


Nancy C. Cooley* 


The newly established Code of Ethics concerning the rela- 
tionships between clients, interviewers, and the public 
specifies what is ethical behavior and relieves the individ- 
val from making his interpretation. Researchers who design 
the questionaires share half the ethical responsibilities with 
the interviewers. Researchers must realize that interviewers 
are simply reporters, thus the researcher must analytically 
pre-test the questionaire, be specific and positive. If the 
researcher carriesout his side of the bargain the interviewer 
will also. 


T is heartening to see that there is a group as large as this who 

are interested in the growing problems in conducting ordinary 
field interviewing. Some of these problems have arisenas a result 
of the lack of adequate instruction, training, or control of inter- 
viewers; other problems are the result of poorly designed ques- 
tionnaires which force interviewers to make wrong decisions or 
actually falsify information. The field of Market Research has 
developed so rapidly over the last fifteen years that it is under- 
standable that some aspects such as basic data gathering and its 
problems have been overlooked. 

Most of us feel that Market Research has grown to be a pro- 
fession. As any profession dealing consistently with the public 
grows and becomes an accepted part of society, sooner or later 
there arises a need to define those practices of the profession 
which are judged ethical and those which are judged unethical. If 
we do not recognize this, and take positive action in time, it may 
soon be done for us by various political and regulatory groups at 
both the local and the national level of government. As many of 
you know, this is already taking place in the form of various types 
of licensing requirements in many communities, and in the form 
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of bills that have been introduced into at least two State Legis- 
latures—those of New York and Oregon. 

The American Marketing Association became concerned offi- 
cially with ethical standards for market research two years ago. 
At that time our Executive Committee issued a directive for the 
development of a Code of Ethics to cover the gathering of market 
research data as well as the use of that data. 

Joe Belden was appointed chairman of a committee to spear- 
head this development. Two sub-committees then were formed. 
Joe Bevis was given the job of heading the group concerned with 
the use of data, and I was asked to head the other sub-committee, 
which would develop a Code of Ethics for Interviewing. Serving 
with me on the sub-committee were: Richard Baxter, Cunning- 
ham & Walsh, Inc.; Kimball Nedved, S.C. Johnson & Son, Inc.; 
Constance Russell, Lever Brothers Company; and Florence Zuley, 
The Toni Company. 

There are some professional associations—some even in fields 
closely related to ours—which do not have a specific code of 
ethics. They operate within the general terms of doing what is 
good and right. The argument seems to run that a person is either 
honest or dishonest, and no code is going to change his behavior, 
Where the argument fails, in the opinion of the committee, is in 
believing that a general principle of honesty is enough to handle 
specific situations. We believe honesty is in part situationally 
determined; an interviewer may be honest or dishonest, depending 
upon the situation. 


What Do We Expect from the Code of Ethics? 


So, we believe a Code of Ethics accomplishes several things. 
It first specifies what is considered ethical behavior in particular 
situations and does not rely upon the individual’s own interpreta- 
tion. It relieves him from making a decision. It removes the 
possibility that in a questionable situation he can plead that he had 
no notion that what he was doing was unethical. 

It is hoped that the Code will set forth principles that are so 
specific that an outside organization such as the Better Business 
Bureau or a new buyer of market research will be able to deter- 
mine whether the actions of a specific interviewer or research 
agency are consistent with the standards of the A.M.A. 

Our objective was to develop a workable code that would cover 
the relationship of the researcher with Clients, with Interviewers, 
and with the Public at Large. 

An examination of the recent cases of questionable ethics 
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revealed that the most serious problem is one of deliberate mis- 
representation, Salesmen are claiming to be conducting market 
research in order to get in the door. Manufacturers are sending 
questionnaires through the mail, calling it market research, and 
then turning the completed questionnaires over to the sales depart- 
ment for sales promotion. These practices are dangerous for 
legitimate market research. We cannot permit the public or any 
organization interested in market research to lose confidence in 
interviewers or to mistrust their goals. The censuring of mis- 
representation became one of the primary provisions of our code. 

The Code covers falsification of all or parts of questionnaires 
by the interviewers. It is important that we not only be alert to 
such problems but also recognize that questionable practices are 
sometimes forced on interviewers by poorly conceived ques- 
tionnaires that are ambiguous, too complex, or too long. 

You will see that we have covered in the Code other irregu- 
larities of field interviewing: including the altering by the inter- 
viewer of assigned characteristics of respondents in order to fill a 
quota; the repeated interviewing of the same respondents survey 
after survey; the problem of duplicate interviewing; and the short- 
ening or other unauthorized abbreviation of questionnaires. 

Another area of unethical practices in the field involves the 
violation of the confidential nature of the information revealed by 
respondents. So the section of our Code that applies to inter- 
viewers specifically stresses the principle that the confidential 
nature of the data, as well as the names and addresses of respond- 
ents, shall not be violated. 

Obviously, if any of these practices are allowedto exist, knowl- 
edge of them will shake the confidence of the client as well as that 
of the public in the character of our profession. 

Naturally, in the course of developing a code, the committee 
considered the whole range of problems embraced in the term 
‘interviewing ethics.’’ One thing that struck us was the dual 
nature of the responsibility we share for ethical field procedures. 
The interviewer has half of this responsibility. Butthe researcher 
who designs the study and the questionnaire surely has the other 
half. 

It is my feeling that the researchers have not yet fully recog- 
nized or assumed their part of this responsibility. It is my strong 
conviction that the biggest problem in market research inter- 
viewing is not the dishonest interviewer but the client whose 
poorly constructed questionnaire makes the interviewer cheat. I 
don’t mean to say our clients or anyone else’s clients are dis- 
honest—far from it. The trouble lies in complex questionnaires 
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developed by brilliant analysts who have no actual interviewing 
experience, 


The Responsibilities of the Researcher 


Unfortunately, there are many good researchers who are either 
unfamiliar with or lose sight of the very great importance ques- 
tionnaire construction can play in the results of a market research 
study. Too many questionnaires are developed under the pres- 
sure of time by analysts with post-graduate degrees but without 
interviewing experience. The questionnaires are thrown into the 
field without pre-testing, without adequate structuring, and with- 
out sensible physical format. 

To be blunt, not only are most respondents not intelligent 
enough to understand these complex, often confusing, question- 
naires, but neither are many of the interviewers. The result is 
that each interviewer tries to make sense out of the questions the 
best way he can and often inadvertently leads the respondents to 
give biased answers, 

Our most serious problem is to develop questionnaires whose 
wording and construction can be understood easily by both the 
interviewers and the respondents who will be using them. This 
means constructing questionnaires with an understanding of the 
problems of an interviewer in the field, while creating an instru- 
ment which will facilitate a free flow of information from the 
respondent, 


Who are the Interviewers and What are Their Functions ? 


They are, for the most part, people who work on a part-time 
basis; who probably have graduated from high school, may have had 
some college but rarely have had formal education or background 
in fields related to market research. Most interviewers are 
inherently honest people who will produce responsible work if 
they are given intelligently designed tools, 

What is the interviewer’s function? The interviewer is assigned 
to get information from certain members of the public in a pre- 
scribed fashion, The interviewer is to be objective in gathering 
the information. She is to guard against letting her own opinions 
interfere in either the selection of those to be interviewed or in 
the eliciting of information, The interviewer’s function, therefore, 
is actually one of a reporter. 

It is of utmost concern to me that many professionals in the 
field of market research seem to forget who the interviewers are 
and what their function should be. 
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It’s time we realized that a questionnaire written by a Ph.D. 
in botany, philosophy, or EVEN psychology will not automatically 
mean the first draft can be followed by the interviewer—let alone 
the respondent. We must recognize the importance of analytical 
pre-testing of the questionnaire. 

Who should do the initial pre-test to see that the questions, 
which may be in logical order, are also in psychological order? 
Who should be able to recognize the reactions of the respondents 
and sense that the question is or is not understood? Who should be 
charged with the responsibility of sensing that biases arise in the 
answers because of the wording of the questions? 

Should the part-time interviewer be charged with this respon- 
sibility? I think not, I think it is somewhat of a shock to find our 
brilliant analyst settling for the interpretation of the part-time 
interviewer as a guide for him in his questionnaire construction, 
Certainly after the questionnaire is in close to final form—after 
being pre-tested by a junior analyst or other full-time professional 
researcher, if not the head man himself—then, of course, it is 
desirable to have the interviewers pre-test to check format and 
understanding of instructions, 

Here are a few examples of the kind of questionnaire design 
which may cause field problems. 

In a questionnaire which was recently sent out to interviewers 
in a number of cities there was a covering letter concerning the 
quota but no instructions concerning the questionnaireitself, In the 
very first question the respondent is asked to visualize a rather 
complicated product type, then to consider eleven possible prob- 
lems and rank order them within six product uses. If a respondent 
were confused the interviewer might be tempted to help him—pro- 
vided she understood what she was doing! If a respondent became 
annoyed, there just might be a temptation for the interviewer to 
fill in a few numbers on the ranking of the fifth and sixth use in 
order not to lose him, 

Then there is the simple matter of a positive approach. As 
anyone who has done much interviewing knows, itis very important 
for the interviewer to control the situation from the very beginning 
by saying something like ‘‘I’d like to ask you a few questions,’’ and 
go right into the first question, rather than ‘‘May I please have a 
few moments of your time?’’ The positive approach is also much 
more successful in probing. A ‘‘What else?’’ produces more com- 
ment than ‘‘Anything else?’’, which we sometimes see printed on 
questionnaires and which is more often than not a real response 
stopper. 

Another problem with interviewing, as I see it, is in poorly 
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constructed open-end questions, Interviewers are trained to ask 
questions word for word. In their basic training it is stressed that 
a probe must always be neutral, never introducing any specific 
detail not already mentioned by the respondent in answer to the 
printed question. 

Yet we find directions on questionnaires which say ‘‘Probe by 
asking about the flavor, the texture, the color.’’ If these are areas 
about which definite information is desired, then they should be 
treated as direct questions printed on the questionnaire, not as 
probe instructions which, in this case, violate the basic principles 
of interviewer training. One interviewer may say, ‘‘What about 
the flavor?’’, another, ‘‘What did you like about the flavor?’’, 
Another, ‘‘Was there anything you didn’t like about the flavor?’’, 
Any one of these questions could result in the answer, ‘‘It was 
very sweet,’’ which might be a neutral, a favorable, or an unfavor- 
able answer. 

Introducing leading probes and then asking the interviewer to 
formulate the questions cannot be considered a careful approach to 
questionnaire construction, 

Then there is the simple matter of rating scales not being 
written out in the body of the question. If the interviewer is to 
read a 5 point scale and has to skip over to the margin and read 
down the page she is more apt to skip some of the alternatives 
than she is if she can read the entire question which has been 
written out for her, stopping at the question mark, as she has been 
trained to do, 

Also, when the categories are not in the question but listed 
only in the margin of the questionnaire she is apt to read the ‘‘Don’t 
know’’ inadvertently. Of course, the analyst won’t know whether 
or not she has read the ‘‘Don’t Know’’ category —read only two of 
the five categories, or what. The answers are checked but what 
was the stimulus that produced the response that ended in the ‘‘X’’ 
on the paper? 

There is still another type of rating question which is probably 
the most potentially dangerous type of all questions. This is the 
comparative rating: ‘‘Do you think Brand A is better, the same, 
or not as good as Brand B?’’ If the answer categories are simply 
written as: Better 

Same 

Not as good 
and the respondent answers ‘‘Oh, I think Brand B is much better,’’ 
how easy it is for the interviewer to circle the code for ‘‘Better.’’ 
How much safer it would be to list the categories in full: 
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Brand A is better 
Both same 
Brand A is not as good 

And now—what about the length of questionnaires? Three and 
four hour interviews on an absorbing subject matter with inter- 
ested respondents are perfectly feasible and possible. But there 
are many cases of interviews of one hour or longer on prosaic 
subjects of little interest to the respondents. These may force 
careless recording of answers and short cuts by the interviewer to 
get through the document. Here is where good field experience and 
adequate pre-testing are imperative. 

To sum up what I have said, Ibelieve that the interviewer should 
function as a reporter and not as an analyst in the field. The 
researcher responsible for designing the study must accept his 
part of the dual responsibility by providing a workable ques- 
tionnaire. If researchers carry out their responsibility con- 
scientiously, we believe that interviewers and clients will be quick 
to cooperate, and will adhere to the courses of action affecting 
them which the Code sets out. 
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Part Six 


COORDINATION THROUGH 
MARKETING RESEARCH 


F. Coordinating Marketing Research 


66. THE ADMINISTRATIVE 
CHALLENGE OF RELATING 
RESEARCH AND DECISION 


Joseph W. Newman* 


The problems that are impeding the effective relation of 
research and decision include the limited backgrounds of 
both businessmen and researchers, the threat research may 
hold for the businessman's personal status, the lack of cor- 
porate goals, the lack of corporate planning, and the poor 
use of specialists. In order to close this gap, the market 
researcher of the future will have to be an administrator 
establishing effective relationships with top management 
and the specialists. 


am glad to take part in this session. I must confess, though, to 

having mixed feelings when I first saw the program announce- 
ment. I was delighted to find that our program chairman, John 
Louth, had allotted a major block of time to our subject. I believe 
that this is the greatest emphasis it has been given at our national 
conferences. This is most appropriate. I believe that the need 
for serious thought and study in this area has become urgent. 

The mixed feelings to which I referred came when I saw the 
promotional description for today’s meeting. It read as follows, 

‘‘Here you can learn how management can use researchers 
more profitably and how researchers can more effectively handle 
problems with a management point of view. This is a ‘must’ ses- 
sion for everyone who has trouble being ‘understood.’ ’’ 

As one who must speak from this platform, I find that to be a 
pretty bold promise. Perhaps someone here has a magic recipe, 
but don’t count on it. In fact, the most important thing I can say on 
the subject is that we have a great deal to learn about the factors 
involved in relating research and decision and what to do about 
them, 


*Joseph W. Newman, Professor, Stanford University 


655 


= 


656 EFFECTIVE MARKETING COORDINATION 


them. That is the situation now, and, I reluctantly must add, that 
still will be the situation when I have stopped talking. 

Granted the lack of knowledge, why should we be so concerned 
about it? Let us look at what has been going on. The last 15 
years have brought notable advances in the behavioral sciences, 
mathematics, statistics and electronics. Speeding this progress 
has been the interdisciplinary movement which also has led 
marketing to draw on these fields more and more for new ways 
of thinking, methods and skills for obtaining data and interpreting 
it. As a result, our stock of research resources is at a significant 
all-time high. And faster growth lies immediately ahead as the 
inter-disciplinary movement gains momentum in the amazing new 
age of ‘‘intellectronics.’’...(AsS you probably know, that is a new 
term coined to refer to the combined use of the intellect of man 
and the intellect of the computer.) 

Now all of this looks like a very bright picture for business 
management, And it can be. The trouble is that our progress in 
developing research resources already has far outdistanced our 
ability to put them to work in the decision-making process, 

Some indication of the lag was supplied by the American Mar- 
keting Association’s study in 1958 which found that 40 per cent of 
the companies surveyed had no marketing research departments. 
Among the companies with departments, there is a tremendous 
range in both the amount and nature of research activity. A few 
companies are well out in front and there are other examples of 
encouraging growth in very recent years. It is my observation, 
however, that this growth is coming much too slowly. Only ina 
relatively few companies has marketing research become a really 
significant and regular part of the making of important policy and 
operating decisions. 

In general, far too little research is conducted considering the 
importance of marketing decisions, the growing necessity for bet- 
ter planning, and the capacity of research to be of help. Unfor- 
tunately, much of the research which has been done has had no 
real chance to get into the thinking of key executives. A wide gap 
still separates research and management. We have many dis- 
illusioned researchers who complain that they are not understood. 
We also have many disillusioned managers. They complain that 
researchers don’t understand practical marketing problems. These 
complaints are symptoms of a complex problem, 

The disparity between our technical capacity and our adminis- 
trative know-how in marketing research should not come asa 
surprise to us. After all, most of our attention in the past has 
been focused on the technical questions of how to improve our 
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research tools—not on the administrative questions of how to 
incorporate a research function into a business organization of 
human beings. These are two different, though related, sets of 
questions. Both need serious attention. The administrative ques- 
tions have been largely ignored in marketing literature and in 
our academic courses in both marketing management and market- 
ing research, They have been considered from time to time at 
professional meetings such as this one—but with limited success. 
I’m afraid these sessions often have been like punching lightly into 
a big balloon—one isolated punch at a time. After each punch, the 
balloon reverts to its original shape—and there is no real break- 
through. 

It appears that we have not as yet taken a comprehensive 
enough view of research and of decision-making to understand 
what is involved in relating the two. This morning, I shall try to 
point up the problem in order to stir fresh thinking by all of us. 
In my comments, I shall be drawing on observations made over the 
past half a dozen years—particularly in the past year in which I 
have been engaged in an exploratory study of this front. 

Where should we start in our discussion of how to achieve full 
use of our research resources? The usual starting point has been 
research—so let us follow this route for a while. 


Research and Its Role 


What is research? And what role shoulditplay? Have you ever 
tried asking these questions of the line executives and the 
researchers in your company? Try it sometime when you are 
feeling courageous. If your company is typical, you will find 
widely divergent conceptions—or, perhaps I should say, miscon- 
ceptions. If they are not recognized and dealt with—and usually 
they are not—there is bound to be trouble in attempts to relate 
research and decision. 

Even in a sophisticated group like this one, I suspect we would 
have no trouble proving that research means different things to 
different people. Each of us naturally tends to reflect his own 
background, It is common, for example, for researchers to see 
research as being the application of certain techniques—those 
techniques which they know how to apply. The great emphasis 
which has been given to the technicalities of surveys has affected 
the thinking of executives as well as researchers. There isa 
marked tendency to equate surveys and research and to ask ques- 
tions about sample size and cost before clarifying what it is that 
one really wants to find out. 
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The main point is that we have been thinking too narrowly. 
Our emphasis has been on details or parts of research—not 
research itself. There is a widespread failure to visualize a con- 
tinuing process of thoughtful inquiry in which executives are 
helped to think more effectively. 

Research should stand for approaching systematically two 
essential tasks: (1) the getting of ideas, and (2) the testing of them. 
Research should bring to these tasks whatever concepts and 
methods promise to be of help. The tools of research will change 
over time as progress is made. What remains constant is the 
concept of careful search and inquiry to generate a flow of ideas 
and information which will help executives make better decisions. 

It now appears that the logical starting point for our discus- 
sion was not research after all—but decision-making. We got the 
cart before the horse—or, perhaps I should say, the tool kit before 
the problem. This is a common mistake—so common, in fact, that 
it constitutes a major barrier to relating research and decision, I 
shall only make the obvious point that our success in relating 
research depends on knowing what the decision-making process is. 
We need to know what decisions are made, by whom, when and how. 
Knowing this, we then can design a research function to bring 
appropriate research resources to bear on the important questions 
at the right time. 

Thinking in terms of processes instead of techniques broadens 
the horizon immediately. It should rapidly lead us away from the 
job-shop concept of a research department and from the practice 
of resorting to research only in emergencies, It should help us 
see that research is not simply a matter of evaluating given alter- 
natives, but that it can feed the creative process more directly. As 
this becomes apparent, research will be used more not only for 
short-run operating decisions, but for longer run planning and for 
innovation. A systematic approach to innovation, for example, 
requires a methodical and continuous searching for opportunities 
for improvement and the use of various means of gathering and 
interpreting data to stimulate a flow of ideas. 

So far, I have pointed to a growing store of research resources 
and to our inability to make anything like full use of them. If we 
are going to correct this condition, we first must do two basic 
things: (1) Think more specifically in terms of an on-going pro- 
cess of decision-making which requires a variety of inputs; and 
(2) see research as the systematic application of a variety of 
concepts and methods which can be useful in generating these 
inputs, 

At this point, you might wonder, as I have, why the very nature 
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of business concerns has not automatically led them to market- 
ing research, After all, they are contrived to perform certain 
functions and to make profits, and they must do this in a com- 
petitive economy. You might logically expect, therefore, that 
executives constantly would be studying the process by which 
their organizations function and seeking better inputs to improve 
performance, 

Well, that might be logical, but it is not realistic. 

Marketing research departments seem to be born of the shock 
of necessity rather than continuous positive thinking. Share of mar- 
ket or profits drop or a competitor steals the march. A consultant 
is called in. He notes the absence of systematic planning and 
recommends it along with research to generate needed informa- 
tion. This is a very common pattern, although companies also 
get into research simply by following competitors or because an 
unusually insightful executive is powerful enough to insist on it. 

Whatever its origin, marketing research inevitably faces a 
struggle to gain the acceptance it needs within the company if it 
is to be allowed to make its contribution. Why is this so? What 
are the factors which now impede effectively relating research 
and decision? Here are some of the main ones as I have seen 
them in my field observations. 


Limitations of Backgrounds 


A basic obstacle is that the concepts of decision-making and 
research I have been talking about are unfamiliar to most business 
executives and to many marketing researchers as well. The 
concepts and their implementation were not taught when these 
people went to school and they still are not taught to any extent. So 
a serious educational problem stands in the way of making effec- 
tive use of our growing research capacity. Meeting it will require 
at least three things: (1) A new type of marketing research 
director who is qualified by training and skill to be an effective 
educator as he works with key executives from day to day; 
(2) specially designed management development programs for 
today’s marketing managers; and (3) major program revisions in 
the business schools that seek to train the marketing managers of 
tomorrow, 


Resistance to Threat 


A key factor blocking the use of research is that business 
executives tend to see research as a threat to their personal 
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status, and, therefore, resist it. Unfamiliarity with research is 
part of the problem. More central are fears that research implies 
personal evaluation and that it will introduce new concepts and 
data which will invalidate the assumptions and beliefs an executive 
has regarded as his ‘‘knowledge.’’ Line executives also fear that 
someone else will start telling them how to run their jobs. 

There are good grounds for these fears. The very nature of 
research is orderly inquiry. It represents an attempt to put into 
specialized and preferably independent hands activities designed 
to produce new ideas and to test old ones. Unfortunately, it also 
is true that research has been used by ambitious people for per- 
sonal advantage and by presidents to build fires under executives. 

Let me elaborate on why feelings about research can be 
intense. Because of the limited state of business knowledge, ex- 
ecutives have had no alternative but to operate largely as intuitive 
business artists. The practice of business artistry naturally leads 
to a strong vested interest in it. It is accompanied by a disincli- ) 
nation to distinguish between what is known and what is not known 
and to use systematic means of testing and getting better infor- 
mation when such means become available. 

Executives rise to power either by making correct assump- 
tions about uncertainty or by persuading others that they have 
done so. Typically, there are few specific checks on their judg- 
ments, If an executive thinks others regard him as a good busi- 
ness artist he can hardly be expected to welcome research which, 
in effect, challenges both the adequacy and quality of his artis- 
try. 

My observations lead me to warn strongly against underesti- 
mating the problem of resistance. It is easy to be deceived 
because much resistance is not out in the open, There are many 
ways to express opposition within the conventional limits of 
acceptability. The problem is less to the extent that the working 
environment is marked by a genuine open-mindedness and desire 
for continued improvement. Fears usually are present, though, 
and they must be put to rest by education and demonstrated good 
intentions. 


Lack of Specific Company Goals 


I repeatedly have been impressed with the fact that few com- 
panies have specified what kinds of needs they are in business to 
satisfy and what kinds of organizations they want to be. If they had 
done so, there would be more consistent and well directed efforts 
by executives to get better answers to questions important to the 
company’s welfare, 
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In the absence of clear common goals, executives develop 
their own. Their opinions as to what the company should be and 
do tend to become the bases of political alignments in the internal 
struggles for power. Defense of the views, then, becomes very 


important. 


This means that the use of research may become a 


political question. Those who think that research will serve to 


enhance their positions will favor it while others will oppose it. 
Part of the challenge of relating research to decision is that of 
navigating the political waters so as to avoid torpedoes, and win 
respect and support. 


Inadequate Provisions for Planning 


Another major obstacle to making full use of our research 
resources is the widespread lack of adequate provisions for sys- 


tematic marketing planning. It has been common practice to 


expect operating executives to be both planners and operators 
even though they frequently lack training and aptitude for planning. 
In addition, they are occupied by the immediate pressures of day- 


to-day routine, so little planning gets done. 


In the absence of systematic planning, interest in research is 
limited. The marketing research department finds itself in the 


unenviable position of being the sole advocate of better planning. 


Not only is this lonely business, it is risky because it implies 


that certain executives are not doing their jobs. 


Inadequate planning may reflect a very serious underlying con- 


I refer to a failure of key executives to think in terms of 


continuous change and keeping up with it. Progress consists of 


continually evolving new and better ways of looking at things and 
doing things. If the executives do not accept this concept, they are 
likely to regard new ideas as implications of personal deficiency. 
Marketing research can not hope for much of a chance in this kind 
of situation until disaster eventually strikes and brings in a new 
management, 


Fortunately, there now is an encouraging trend toward putting 


planning in the hands of qualified planners and freeing operating 
managers to direct operations. The change inevitably stimulates 
the demand for research, 


Using Specialists Effectively 


Only a short time ago, we tended to see the problem of relating 


research to decision in terms of getting a statistician and an execu- 
tive to talk to one another well enough to pull in the same direc- 
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tion. That was no easy matter, either, but it appears simple by 
contrast. The modern version of the problem is represented by 
the expanding use of research which draws upon a growing number 
of specialists from such disciplines as psychology, anthropology, 
sociology, semantics, economics, and mathematics as well as 
statistics. The need for greater understanding ofhowto effectively 
employ different specialists both individually and in combination, 
is urgent. So is the need for learning how to handle the mounting 
flow of data which they can generate. 

Some of the aspects of the problem are indicated by these 
questions: How can marketing learn about the resources of other 
disciplines that can be of help? What means can be followed for 
determining when to get what specialists into the act? By what 
arrangements can a marketing organization work beneficially with 
specialists? How can the work of specialists, whose concepts and 
methods are unfamiliar to business people be made part of the 
thinking of executives? 

Developments obviously are compounding the problem of com- 
municating effectively with management which even today ranks as 
one of the toughest. Some companies have instituted special com- 
munications units within their marketing research departments, 
Others have turned more toward a greater use of research gen- 
eralists to bridge the research-management gap, While some 
progress has been made, communication today clearly is inade- 
quate, and the future probably demands substantially revised com- 
munication channels and methods. 

Business clearly will have a growing need for various kinds of 
specialists. In order to attract good professional people, it will be 
necessary to offer them attractive working situations. Among 
other things, this means making it possible for them to advance in 
status and salary while remaining specialists rather than moving 
into the line organization. 


The Research-Management Gap 


If research is to be an integral part of marketing decision- 
making, it is essential that it have close and continuing contact 
with the key decision-making executives. Progress is being made 
in this direction, but there is a long, long way yet to go. 

Many marketing research departments are handicapped by low 
organizational status. They are headed by people who lack the 
breadth of background and the skill in human relationships needed 
to be effective in working with management. The departments have 
tended to be technical job shops to which operating people could 
bring requests if they chose to do so, 
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The job shop concept of a research department is very inade- 
quate. It depends on the initiative of line executives who are 
unfamiliar with research and who often are unable to identify 
their problems well enough to ask for the help they need. Research 
departments which work only on requests brought to them tend to 
be occupied with the routine and short-run operating problems. 
They are unlikely to be contributing much to policy formulation, 
planning and innovation. They can not become an integral part of 
the decision-making process because the line executives do not 
think in these terms. Without regular contact with the decision- 
makers, research can not play the very much needed educational 
role. Line executives usually can not and will not come to 
research saying: ‘‘Here are my main operating assumptions. 
Check up on them, will you? And help me develop better ones.’’ 
Yet this is the kind of activity that must go on if progress is to be 
made. 

I have discussed administrative problems with a good many 
marketing research directors who, in my opinion, have been 
reasonably successful. In their work, they spend about half of 
their time consulting individually with marketing executives and 
attending management meetings. In spite of their contacts, they 
still emphasize that the main problems their departments face are 
these: 


(1) Finding out what management’s problems really are, 
and, 
(2) Communicating effectively with management, 


To me, this highlights the necessity for developing new and 
better approaches. Clearly, the needs and trends of the times 
forecast considerably more division of labor within marketing 
research in the future. One part of the picture will be a much 
greater use of professional specialists from a variety of disci- 
plines. They will be concerned largely with technical problems of 
the design and execution of research and the interpretation of 
data. 

The other major part of the picture will be a greatly expanded 
use of people who may be referred to as research generalists or 
research-management consultants, This is a relatively new occu- 
pational role. It recognizes that integrating research into mar- 
keting management is a vital matter which demands full-time 
attention. The role is an exacting one and those who can fill it 
will find themselves very much in demand. It will be the respon- 
sibility of the research generalist to do the following: 
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(1) Establish a constructive working relationship with 
the marketing manager—one characterized by friend- 
liness, trust and easy two-way communication. 


(2) Become intimately acquainted with marketing prob- 
lems and how the manager thinks about them. This 
will entail identifying the main operating assumptions 
and helping him to distinguish between the known and 
unknowns, 


Suggest appropriate research to check on operating 
assumptions and to generate other information and 
ideas which can contribute to the manager’s thinking. 


(4) See to it that the most appropriate technical special- 
ists are called into action at the right time. 


(5) Serve as middleman between the research specialists 
and the marketing manager during the conduct of the 
research. 


(6) Help the marketing manager understand research and 
how to make use of research findings. 


In other words, the research generalist serves as a relation- 
ship cultivator, a problem definer, an educator, a liaison man, a 
communicator, and a counselor, The assignment obviously re- 
quires a great deal of knowledge and skill. Needed is a good 
background in the growing number of fields of interest to market- 
ing—psychology, social anthropology, economics, mathematics, 
statistics and others. The research generalist is not tobea 
specialist in any of these disciplines—but he must know the main 
concepts and methods of all related fields so that he can explain 
them to marketing executives and call for the right specialists at 
the right time. 

The marketing research director of the future should be pri- 
marily an administrator at a high level. His background should be 
similar to that which I have just described. The main emphasis of 
his job will be on establishing effective working relationships 
both with top management and with the variety of specialists who 
will constitute his technical staff. An important responsibility will 
be that of keeping up to date on new research resources as they 
become available. 

Improvements in the formal organizational placement of 
research can be expected to facilitate integration of research 
with the functions of innovation, planning and operations. I expect 
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to see greater use of closely knit three-man teams consisting of a 
line manager, a planner and a research generalist. 

In exploring the challenge of relating research and decision, I 
have touched upon such obstacles as our limited understanding of 
the nature of decision-making and research, limitations of back- 
grounds of both managers and researchers, personal fears that 
make for resistance, a lack of specific company goals, a lack of 
systematic marketing planning, problems of using specialists, and 
the lack of close enough working relationships between research 
and management personnel. All of these are large and basic 
problems, They constitute a tremendous challenge indeed. 

Integrating research into decision-making is first of all a top 
management responsibility. We are entering a newerain research 
and information which can—and eventually will—mean a new era 
in marketing management as well if the problems and opportunities 
are clearly seen. Now is the time for management to undertake 
a thorough check-up of its marketing organization—the process of 
decision-making, the inputs needed, provisions for generating the 
inputs, and the capacities of personnel to meet the needs of the 
future. A lot can be gained by thinking in these terms now. 

Marketing research people bear a responsibility for scrutinizing 
their functioning in the same terms and for keeping up with the 
rapid developments in related fields. 

In addition to what can now be done on the operating front, 
there is a great need for major research of a more basic nature to 
learn more about marketing decision-making and the elements of 
the problems of relating research to it. 

It appears to me that there is both a need and an opportunity 
for the American Marketing Association to exercise leadership in 
the situation I have described. The Association now has various 
organizational units which are concerned with either the develop- 
ment, application or teaching of research techniques. It also has a 
division concerned with marketing management. But it has no 
organizational unit which is specifically charged with thinking 
about the administrative aspects of integrating research with mar- 
keting management. Perhaps it should have one. At least, large 
scale effort is now needed in this area. At stake is our ability to 
realize the great potential benefits of the inter-disciplinary move- 
ment in a technological age. 
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67. CAN ORGANIZATION THEORY 
HELP US IMPROVE 
COORDINATION? 


John A. Howard* 


Organization theory—a set of concepts which explain the 
decision making process in a company—provides an explan- 
ation which executives must have to make decisions. These 
decisions—both programmed and unprogrammed—involve the 
market researcher in different ways. Through an under- 
standing of organization theory and the executive's model 
of the market the market researcher can gain insight as to 
why or why not the executive utilizes his product. 


HE job of a marketing executive can be viewed as a continuous 

process consisting of a repeating cycle of activity in which he 
designs marketing strategy, supervises its execution and evaluates 
its effectiveness. In order to carry out this job he acquires 
information and processes it in such a way that he can be reason- 
ably rational in making the multitude of decisions that underlie a 
company’s total marketing strategy. By marketing strategy we 
mean the values of the various dimensions of a company’s mar- 
keting activity, namely, product, channels, price, advertising and 
personal selling for any period of time. This is a naive view of 
marketing strategy but we think it is a useful way to describe 
what the product of a marketing executive’s decision prosesses 
actually are. (It may be useful in some contexts to use a more 
sophisticated definition of strategy which is to refer to the rules 
that marketing executives might use in setting the values or to 
refer to the subobjectives, e.g., to disseminate information to the 
market.) Obviously the executive gets his information from a 
wide variety of sources of which the market research department 
is only one, but a relatively important source presumably since 
the executive is willing to devote some of his scarce funds to 
enable it to exist. 

The title of the paper raises two questions, one is, ‘‘Who is 
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‘us’??? and the other, ‘‘Help how?’’, With respect to the first 
question, it seems to me that ‘‘us’’ can be separated with some 
overlap into two groups: those interested directly in improving 
practice and those whose primary interest lies in fundamental 
research, For the practitioners and practice-oriented profes- 
sors, organization theory can help now, only if the individual is 
willing to do some reading to acquire a new set of concepts. What 
the practitioner would like most are rules that can be used in 
making decisions. Rules that say, ‘‘if you follow this action, these 
will be the consequences.’’ To be more concrete, the actions we 
are dealing with here today would probably involve somewhere in 
the company either selection, training or reorganizing in order to 
accomplish more effective utilization of market research. Thus, 
the rules would say that, ‘‘if you select market researchers in 
this way you will have a more effective market research depart- 
ment.’’ At this point, we have few, if any, rules. 

In lieu of the rules, another kind of contribution, namely 
explanation, is possible but it is less valued by the executive. 
Explanations are offered of behavior, attitudes and emotions that 
the marketing executive observes in himself and others in his 
relations with the market research department. Common in these 
relations is the feeling on the part of the executive that though his 
researchers may know all of the latest statistical gimmicks, they 
are just unable to comprehend his problems. In a nutshell, they 
are not very perceptive. Simultaneously, he suspects, and probably 
rightly so, that this less-than-flattering view is mutual. If he 
wants to do something to remedy this unhappy state of affairs he 
must have séme understanding, some explanation, of why things 
are the way they are. For example, found in the procedural 
manual of a highly successful company is the admonition ‘*You 
must have the cause to effect the cure;’’ itis as startlingly con- 
spicuous throughout the manual as the ubiquitous IBM ‘‘THINK’’ 
signs that grace many executive desks. 

One explanation of unsatisfactory market research perform- 
ance, for example, might be in terms of personality; here the 
executive would conclude that all that he can do is to change his 
selection procedure or have the man undergo psychotherapy. 
Another explanation could be that there is not enough two-way 
flow of information in these relations, and presumably his remedy 
here would be to make greater effort (take more time) to permit 
and encourage more conversation between the researchers and 
himself, 

Here we see examples of where once the executive has an 
explanation, he can then proceed to apply his common sense in 
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designing a remedy. Thus, theory makes a contribution by pro- 
viding a set of concepts which explain how the administrative 
process works, an explanation which, as we have noted, the 
executive must have if he is going to take action. We emphasize 
this obvious fact that any executive always has a theory of some 
kind because the term, ‘‘theory’’ oftentimes becomes identified 
only with bad theory. 

Turning to our second group, those who are mainly interested 
in doing fundamental research in administrative aspects of execu- 
tive-market research relations, organization theory offers a 
gold mine. The theory to the best of my knowledge has not been 
developed at all in the context of marketing organization. It sets 
forth hypotheses which can be tested on marketing organization, 
and the process of testing will serve two ends: it will enhance our 
knowledge of marketing and extend the theory of organization. 


The Complex Problem of Organization 


To say, however, that organization theory provides testable 
hypotheses hides the important process of cutting apart the com- 
plex thing we call a company organization into manageable parts. 
We would all agree no doubt that the thing we are discussing here 
is complex, but just how horribly complex it is in fact we probably 
do not fully realize yet. In order to understand it, we have to cut 
it into smaller parts and then to investigate these individually. A 
corrolary of this complexity of the problem is that for a theory to 
be useful at the level of detail at which an executive deals with an 
organization the theory too must be complex. A great amount of 
research has been directed toward this task, and organization 
theory is one of the end products. We shall see some of the 
distinctions that are made as a result of cutting apart this complex 
animal and that enable us to put any company organization under a 
microscope, 

Before dropping the idea of complexity, let us state as a caveat: 
we recognize that our contributions at this point to this exceed- 
ingly complex but equal important problem must be modest indeed. 
Having stated this caveat we will not bore the reader with the 
reservations that should be stated at various points; these reser- 
vations will be implicit. 

In general, I will not discriminate between the research 
director and the researchers themselves, but instead speak of, 
‘‘the researchers,’’ or ‘‘the research department.’’ 


| 
| 
| 
j 
| 
| 
| 
| 
| 


CAN ORGANIZATION THEORY HELP? 669 
What Do We Mean— Organization Theory? 


Let us specify what we mean by the ‘‘organization theory.’’ 
Currently there are several, but we will deal only with the be- 
havioral theory because it incorporates elements of many of the 
other theories and presents them in a comprehensive and inte- 
grated way. It takes a decision process point of view; it essen- 
tially says that if we can explain the decision making process in a 
company we have simultaneously explained how a company organ- 
ization operates. 

The most fundamental distinction in organization theory is 
between the programmed decision and the unprogrammed decision. 
In the following pages we will build on this distinction by doing 
three things. By programmed decision we mean one that is 
repetitive enough that the executive structures the situation in his 
mind. By unprogrammed decision we mean one that is not repeti- 
tive; each decision represents a new problem. First, we will 
examine the idea of a structured program. A large part of a com- 
pany’s activity is accomplished through this kind of a decision, 
and having been more thoroughly researched, it is better under- 
stood. Decision process is the building block by which a company 
is put together. 

Next we will discuss the idea of an unprogrammed decision 
which is really a decision to change the existing building blocks, or 
to make new ones. Finally, based upon these two kinds of deci- 
sions, we will submit what we think is a meaningful view for the 
market researcher to have of the marketing executive’s problem. 


Programmed Decision Introduction 


The structured decision process is termed a program. We 
will briefly explain the nature of this concept, what its functions 
are, what its content is, why it has the content that it does, and 
what the consequences of its content might be for the executive 
researcher relation. Precisely what the nature of the conse- 
quences is the task of fundamental research to reveal; we can but 
suggestively illustrate. 


Definition and Content of Program 


In psychological terms a program is a set of responses called 
forth by some stimulus in the company’s environment. In our 
terms, it is a decision process in which the decision is repetitive 
enough that in his thinking the executive sharply structures the 
Situation. 
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It is probably not very fruitful, however, to discuss the con- 
cept of a program at length in general terms. Instead, let us 
take a look at a pricing program found at the general manager 
level in one of America’s fifty largest companies. In viewing this 
program it may be helpful to bear in mind three things: 


1. Although we are seeing a program that was found ata 
high level in the corporate hierarchy, its counterparts 
can be found all of the way down the line to the man on 
the machine in the factory. 


We are using decision in a very general sense: as im- 
plied by ‘‘1,’’ we view everybody’s job as, in part at 
least, that of making decisions; we do not reserve this 
for higher level, managerial positions. Equally im- 
portant, ‘‘doing a job’’ in a company usually requires 
decisions about how to react to other people in the 
company, often referred to as the human relations as- 
pects of the job. 


A company procedures manual that describes how a 
job is to be done in the company is obviously related 
to the program that is actually used in doing that job, 
but the two are by no means identical. 
Having described the pricing program we can now examine its 
parts which can be termed the ‘‘content’’ of the program. Follow- 
ing are the parts with a definition and illustration of each: 


cue - this is information about some event that the decision 
maker uses to trigger himself to think about the problem. 


search procedures - here we refer to mechanisms devoted to 
finding new alternatives. 


choice principles - these represent the way in which informa- 
tion is processed in arriving at a decision. Also, but 
implicitly, they specify the information that is needed for 
the decision, 


goals - we mean the objective against which alternative courses 
of action are evaluated in order to choose the best one. 


timing - this refers to the extent and nature of the role of 
time in the decision process. 
Relevance for Executive Research Relation 


Let us examine how market research relates to this pro- 
gram. Actually the contribution of market research here is 
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market share estimates, which you can see, play a central role in 
the program. Only annual estimates are made and as is so often 
true, the data are not available for the small sized areas that are 
appropriate to the executive’s needs which requires the executive 
to make his own adjustments, 


Determinants of Program Content 


Having described the nature of a program, an important 
question is why do programs have the content they do; what 
determines this content? We can list the major influences which 
are the perceptual capacities of individuals and of the organiza- 
tion, the goals of the individual and of the organization, and the 
organization’s communication network, 

The significance of perception might be suggested by asking, 
for example, why it is that we did not observe in the pricing 
program some recognition of cost. Conditions in the market are 
much too complex for the executive with his limited perceptual 
and cognitive faculties to convert these conditions into the ‘‘curves’’ 
of our traditional theory of choice out ofeconomics. The executive 
must work in terms of a simplified picture of the world. More- 
over, it is usually a biased view. Anyone who has taught ina 
general executive program has observed how executives from 
different functional fields in a company will, from looking at an 
identical set of facts, come up with quite different statements 
of ‘‘what is the problem.’’ They define the problem in terms of 
their own functional field backgrounds, 

The goal in a program is obviously important but it is difficult 
to identify; it can only be inferred rather than observed. From the 
standpoint of a company, it should be in agreement with the com- 
pany goal. But here we get into a ‘‘mare’s nest.’’ One of the 
major contributions of organization theory is to clarify some of 
the issues involving this exceedingly complex problem of com- 
pany goals, e.g., how company goals must necessarily change as 
one moves up or down the corporate hierarchy; they tend to 
become fewer and more precise as one moves down the corporate 
hierarchy. 

The final influence upon program content is the communication 
network; this is the pattern of flows of information within the 
company. A particularly important concept here is uncertainty 
absorption. When some person in the company in contact with 
the market, passes up his inferences, rather than his observations 
from which these inferences are made is said to be ‘‘absorbing 
uncertainty.’’ In the pricing program we described, for example, 


| 

| 

| 

| 

| 

| 

| 

| 

| 

XUM 


672 EFFECTIVE MARKETING COORDINATION 


one problem is to determine if a competing retailer’s price is due 
to his having received a reduced price from his supplier. 

More specifically, when our company’s salesmen see that a 
competing retailer has reduced his price, the salesmanis supposed 
to make certain observations and then to pass up his conclusions 
about whether the competing supplier has in fact reduced the 
price to that retailer. 

Later we will argue that an understanding of these influences 
upon the executive’s programmed decision will aid in providing 
more value perspective on research administrative relations. 
Consequently, it will be helpful to spell out briefly how these 
influences may relate to executive-researcher relations. First, 
let us take a look at the influence of perception. One of the con- 
sequences of this perceptual influence upon the program content 
for the executive-market research relation is that partly because 
of their different positions in the company, the executive and the 
researcher may ‘‘see’’ quite different pictures of the same mar- 
ket, and both views will probably differ a little, at least, from an 
objective view. 

One of the obvious consequences for the executive —researcher 
relation is that the researcher in order to do his job effectively 
should know his bosses’ goals, and perhaps to what extent they 
differ from the company’s goals. Likewise, the boss should go to 
great pains to make his goals explicit to his researcher. That 
uncertainty absorption exists may have many consequences for 
the researcher. It may explain, for example, why the executive 
is not always anxious to have a research department. As itis 
sometimes put, the executive is a captive of his communication 
network, 

What we have shown here about price could be just as true of 
any of the marketing decisions and their many dimensions—pro- 
duct, channels, pricing, advertising and personal selling—provid- 
ing of course that the decision is repetitive enough that the 
executive has structured the situation. Also, the programmed- 
unprogrammed distinction enables us to set up categories of mar- 
ket research contributions: 


1. To provide some of the data required in the pro- 
grammed decision 
2. To evaluate the alternatives 
To provide cue information 
4, To provide the data in performance from an existing 
system of performance 
. To develop new performance evaluation schemes 
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6. To provide data on new alternatives 
7. To provide new alternatives 


Let us examine those for the programmed decision (numbers 
1 to 3) now that we have viewed a concrete example of it. The 
market share data illustrates an example of the specific data 
required in a program. Market surveys might be used to evaluate 
buyer responses to some of the alternative prices. It is quite 
conceivable of course, that the executive would delegate the deci- 
sion to the market research department; however, he would have 
to specify the goal and, for example, run the risk of bias in the 
perception involved. Market researchers must often provide cues 
for decision programs. These could be, but need not be, measures 
of performance, e.g., the cue in the pricing program was not, 

Later, we will examine the nature of these research contribu- 
tions to the unprogrammed decision, 


The Increasing Complexity of the Unprogrammed Decision 


Let us now examine the decision characterized by little repe- 
tition, so little repetition that the situation is in the mind of the 
executive—not structured and so that possible solutions to this new 
problem are viewed as new alternatives of action; it is an un- 
familiar problem. From facing this situation repetitively the 
situation becomes structured through the learning process in the 
mind of the executive and it is then a programmed decision. This 
kind of decision, which appears to the executive to involve a new 
problem, is ¢ritically important for the survival of a company 
faced with a rapidly changing environment, and what company 
isn’t? 

The unprogrammed decision is an almost completely unexplored 
area. Encouraging related research has been done, however, and 
is continuing. Much of it is often classified under the topic of 
human thinking and problem solving. The most novel perhaps has 
been Herbert A. Simon’s work with the computer which is attrac- 
ting increasing attention among psychologists. 

The increasing complexity of industrial (and military) organi- 
zations has stimulated a lot of related research in the attempt to 
design optimum communication network. These contrived infor- 
mation systems require the assembly and processing of vast 
amounts of information so that the executive can make satisfactory 
decisions. One of the problems in these systems is whether to 
use a man or a machine to process the data at various stages. 
Considerable attention is being devoted to the possibility of making 
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this choice of whether to use a man or a machine by treating the 
problem as a ‘‘channel,’’ a concept from selective information 
theory. Specifically, the problem is the ‘‘amount of information’’ 
which will be presented to the operator as compared with the 
maximum amount of information that he can handle. 

Finally, there is developing a theoretical superstructure called 
pragmatics to contain this ‘‘channel capacity of man’’ and other 
psychological phenomenon, 


Relevance for Market Research 


We can first ask in what general ways, within the logic of our | 
theory, might the market researcher become involved in the 
unprogrammed decision. Obviously, he can play essentially the 
same role as he does with the programmed decision, that of, pro- 
viding information to the marketing executive on the sales con- 
sequences of the new alternatives but only with respect to those 
new alternatives that spring from the executive’s creative mind. 

Secondly, measures of performance play an important role in 
the unprogrammed decision. The need for new alternative courses 
of action becomes apparent to a company only when something 
goes wrong; when performance goes down, such as when market . 
share declines, Professor Newman confirms this when he gives | 
us his observations that companies do not initiate market research | 
departments until they are in trouble. The task of the researcher . 
here could be merely to feed up to the executive the data about | 
the state of the measure of performance at regular intervals. The 
analysis of Nielsen data and other sales records serve this func- 
tion. This could be described as a neutral, passive role. 

Next, the market research department could perform a more 
creative role by actually designing the measures of performance, 
I wonder how much imagination is really displayed by market 
research departments here in creating performance measure- 
ment systems, 

Finally, the market research department could be even more 
creative by coming up with new alternatives to a ‘‘problem’’ that 
has been shown by unsatisfactory performance to exist. It is this 
activity, we suspect, that causes the executive to give an accolade 
to the researcher by labelling him ‘‘imaginative.’’ This raises the 
interesting unanswered question, however, of the extent to which 
market research departments do, in practice, come up with new 
alternatives of marketing action. An even more interesting unan- 
swered question is the extent to which they should be expected to. 
It can be argued, for example, that only the person who knows the 
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goals can create new alternatives since an alternative, a course of 
marketing, is relevant only in terms of a goal. Cana research 
department be creative in this sense in instances where the execu- 
tive’s goals diverge a little from the company’s goals and he does 
not want this known? I am not suggesting that these instances are 
common; I use it merely to spotlight an unexplored question. 


The Executive’s Model of the Market 


Now, let us develop what we think is a meaningful and useful 
way to think about the administration of market research by focus- 
sing upon the fundamental tasks of research. As a foundation for 
this suggestion, let us summarize some ideas from organization 
theory. 

The marketing executive, in order to carry out his function, 
maintains in his thinking processes a highly simplified view, a 
crude model, of the market. The model is simple enough that his 
limited human faculties can handle this crude picture of an enor- 
mously complex phenomenon and yet accurate enough that he can 
make reasonably effective decisions. By ‘‘accuracy’’ we mean 
sufficient detail with a minimum of bias. This model of the mar- 
ket serves as a large element of the process by which unpro- 
grammed decisions are made, that is, by which existing programs 
are modified and new ones are created. Other elements in this 
process by which unprogrammed decisions are made are such 
things as goals, an amalgam of his goals and the company’s goals, 
and perhaps estimates of product cost. 

The market research department is often one major source 
of information for the model. Market research should look upon 
its function as that of maintaining this model with a satisfactory 
degree of simplicity and accuracy. The implication ofthis function 
is that market research should attempt to understand the nature of 
this model and how it is modified. Research should recognize that 
there are always competing sources of information and that it must 
seek to supplement or to neutralize the effects of this information, 
depending upon whether it affects the model favorably or unfavor- 
ably. 

From an understanding of organization theory, and more spe- 
cifically, the concept of program, market research can probably 
gain insights into why or why not executives utilize its product. 
Particularly helpful will be to attempt to explain, the extent to 
which he does or does not, by analyzing in the company the three 
major influences of the content of a program: perception, goals, 
and communication network, 
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Looking ahead, it can be conjectured that the ‘‘maintenance of 
the executive’s model of the market’’ is becoming both more diffi- 
cult and more essential. It may become more difficult because of 
the increasing tempo of technological change. Constantly, he is 
making decisions about new products, One immediate source of 
this change is, of course, the ever-increasing research and devel- 
opment budgets. This and other factors seem to be creating a 
social and economic fabric in our society that is amenable to this 
rapid change. Let us take an example, in the recent past one could 
drive through most any urban American Community and observe 
children of all ages going through all kinds of contortions with a 
gadget called a hula hoop. A year later one could traverse the 
same routes and see the same children but not the hula hoops, 
They had disappeared as rapidly as they had come. 

One product of technological change, the high-speed computer, 
makes the explicit maintenance of the executive’s model more 
essential. In the past the marketing executive’s information was 
more limited and change was less. Thus he had less opportunity 
to have his model changed by ‘‘facts’’ and there was less need to 
change it. The rate of information flow has been revolutionized by 
the computer. Now, the executive’s problem is to digest this mass 
of data in such a way that he can make sense out of it; this model 
of the market’’ is the tool, the process, by which this is accom- 
plished and perhaps it can be said, analogously, to require a finer 
edge. Another way of putting it is that he will require a ‘‘better’’ 
theory of buyer behavior. 


Conclusions 


From organization theory we have derived two specific things— 
the first is a meaningful set of categories for describing different 
kinds of contributions by market research to executive decision. 
The second thing we have derived is ‘‘the executive’s model of the 
market’’ as a point of focus in comprehending this exceedingly 
complex thing we call the administration of market research. 
These two ideas enable us to get our toe into the door, at least, of 
fundamental understanding of what really occurs in this process of 
utilizing the product of a market research department so that we 
can have beter marketing decisions. 
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